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AB^TTEACT ' ; 

'I^e task of designing tutuBe postsecondary education 
policy in fiscal yaar 19tJ1 is discussed in relation to two unigue 
conditions. First, the federal role as a provHd^ of student 
assistance was increased dramatically in 1978 by passage of the 
Middle Income Student Assistance Act, and-thefull costs of 
implementing MISAA are coming due. Second, the Congress faces 
increasing pressure, both i^nternaily and externally, to reduce 
federal spending. The tradeoffs are discussed: federal ■ benefits can 
continue to ' be distributed broadly to postsecondary students, >/ 
resulting in substantially increased federal Expend i-tu res, or funding 
can be reduced. Under current .xaw the reduction would affect loweir- 
and moderate-income students more' than bthers. New legislation cDuld 
target federal assistance more directly on the most needy students, 
so that cost reductions wouxd Be borne more by middle-income stu: 
and their , families. Data charts illustrate- detailed examinations y» 
the options at issue. Chapters focus on: the*^purpose and impact of 
federal postsecondacy |?ducation policy; reauthorization and funding 
of federal grants to students; reauthorization of student loans: ' 
efforts to remove nonfinancial impediments to equal educatiornal 
opportunity; ^nd overall budget implications of future federal policy 
for student assistance, (Author/MSE) • • 




f 



• ■ V j . 

♦ Reptoductions supplied by EDRS are the best that> can be made ♦ 

* ' from the orl gin ctir- document .* • * * 



Budget Issue 
Papei for ^ 
Fiscal Year 1981 



oo 

CD 



Federal Student Assistance: 
Issues and Options 




ERIC 



( .(iru)fM'.'. (if ihp I Ir^i'rd M,i1m', 



4 • 



FEDERAL STUDENT ASSISTANCE; 
ISSUES AND OPTIONS 



The Congress of the United States 

Congressional Budget Office 

/ 



^* 4 • 



\}\\T iinl« by th<» Mu|v«rl4t<»"(1<*nt of |^i>cumi»i/tH. U.H. Govornmunt I*'i:intlnK Ofttco 
^ ^ Wanhlhgton. U.C. 2040S» 



r 



At a time of/ mounting pressure to constrain federal spend-* * 
Ing* the Congress ,ts about to reauthorize the Higher Education 
Act, One critical issue is whether to maintain or alte^t the 
, current focus of tlhe major federal student assistance programs, 
A number of proposals are being considered. Some would signifi- 
cantly Increase the federal role in st;udent^ assistance; others \ 
would reduce and- retarget federal aid. This paper examines Xhe 
cdrrent fedetal role and, analyzes the probable impact of the 
various proposals, 
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SUMMARY 



i 

Two unique conditions make tKe task of designing fut/re 
postsecondary education policy particularly challenging this 
year. First, the federal role a« a provider of student fissi^t- 
ance was increased dramatically in 1978 by passage of the Middle 
Income Student Assistance Act, and the full costs of, impleillent- 
ing MISAA are noW coming due. Second, the Congress faces 
increasing pressure, both intfirnally and externally^ to reduce 
federal spending. 
* • ■ 

The tradeoffs ^re clear • Federal benefits can continue to 
be distributed broiadly to postsecondary students, resulting In 
substantially increased federal expenditures* Alternatively, 
funding can be reduced. Under current law, the reduction would 
affect, lower- and moderate-J[,ncotne students more than others. 
New legislation could target federal assistance more directly on 
the most needy students, so that costy eductions would be borne 
more by middle-income^ students and their families^ ^ ' ^ 

TWO 'GOALS OF POLICY 

, , - ♦ 

'Federal policies seek to pursue two goals simulbaneously — 
to, .achieve equality of opportunity, and to reduce financial bur- 
dfetts for mos t s tudents *and their families . ' The first goal , 
measured in terms of educational attainment, nhas nqt yet been 
aqlliieved; lower-income youth remain nkich lesfiT likely to attend 
cdllega. But some progress has been made over the last decade 
i4 narrowing the gap in college enrollment rates. Many of tTO 
It^^pediments that remain are- not financial in nature: poor educa- 
tional preparation, lack of ^awareness that financial aid is 
available, and students* lack of confidence that they can bene- 
fit from higher education, 

r 

Witl^ respect to the second goal-*-rediltting the burden of 
college costs on, students from middle- and higher-income 
fdrtillles — the evidence is also mixed. Family Incomes, even 
after taxes, have grown more rapidly than average, college 
stjudent costs- over the »last decade, suggesting* that the burden 
Oft famllj.es has not Increased, Ihi the other hand, "sibling 
overlap*' — that* is, the number of years in which a family is ^ 



likely to have more than one child in college — has increased. 
Furthermore, the costs of attending specific 'types of. institu- 
tions', . particularly private colleges and -universities, have 
increased -more rapidly than family incomes. 



WHO RECEIVES FEDERAL STUDENT ASSISTANCE? * 

The federal govertiment has developed two types of stilfdent 
assistance programs-:-grant progams and self-he).p programs (loans 
and worlc-study). Until the Middle Income Student Assistance Act 
work-study , of 1978, Congress had targeted most grant aid on stu- 
dents from lower-income families* M^SAA expanded the majoi: 
grant program, Basic Educational Ppportunity Grants (BEOGs), to 
include many middle-income families* (The BEOG program still 
assists principally students; from lower- and moderate-income, 
families; In 198Q, 82 percent of the benefits will^go to stu- 
dents from families with incomes u\ider $15,0000 MISAA also 
expanded the Guaranteed\ Student Loan program (GSL), making all 
students— Vegardless of their family incomes — eligible for in- 
school interest-free lokns* Volume in the GSL program increased 
more than 50 per>:;ent^ in tiscal year 1979, "^Although the income 
distribution of GSL borrowers Is not known, it is fair to assume 
that most of the increased borrowing is occurrii^g among middle- 
and higher-income gtud^nts- who were not eligible 'for the highly 
sttbsidized loatis prior to MiSAA. 

tf current policies are continued, federal funding for stu- 
dent assistance will be $5,7 bil^lion in fiscal year 1981* This 
funding will provide *$9, 6' billion in aid to students, 33 percent 
of it as . grants- and 6r7 percent as self-help (loans an4 work 
study) • (See Summary Table !•) 

The ^federal .goviernment also provides nonfinancial assist- 
ance for academically, culturally, or economically ^disadvantaged 
students • ^lis effort receives about 3 percent as much funding 
as student finaricj.al assistance. While not much is known about 
the^ef fectiveness of \these programs, one. Upward Bound, appears 
to have been successful in 'encouraging participants to^ attend 
college, 

WHAT OPTIONS ARE AVAILABLE TO THE . CONGRESS? 

tt^ Congress has three basic reauthorization and funding 
options: It can maintain the current programs, perhaps Vith 

4 

0 

xii • ' 



SUMMARY TABLE I. FEDERAL STUDENT. ASSISTANCE— FUNDING, BENEFITS, 

AND RECIPIENTS: IN MILLIONS 'OF DOLLARS AND 
THOUSANDS OF RECIPIENTS 



Current Level 
af Services' 
In '1981 



Federal Student ' , 

Grants - . . 

Funding \ . 3,036 

Benefits * ' 3,142 

Recipients ' ' / ~ 3,455 

Federal Self-Help 

(Loans and Work- ^ i^"^ 

Study) , . • , 

Funding * > 2,634 

Benefits ♦ 6,418 

Recipients ' •. / ^ 3,983 

TOTAL ' * 

Funding ' " " 5,690 

Benefits j ♦ . ' 9,56a 

Recipients , .\ ' 7,438. 



some refinements and Improvements. It can expand and redesign 
the federal role In s-tudent asslsta^ice. Or It can red^uce the 
federal role. . . . 



Maintaining Current Programs ' 

Maintaining current programs would Hot slgnif iaantly alter 
either " the costs or the dls trlbutton of benefits, at least 
Inltlalljfr* In fiscal year 1981,. benefits would increase by 8 
percent, principally to keep pace with inflatioa* Federal costey^ 
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^i' would increase 5 percent. In subsequent* years, some stgnlfl-. 

cant changes would occur., Cos\;8 of the BEOG program w'ouid . 
• . decline as growth in family incomes reduced students' ellgl-v> 

btllty." GSL. costs wpuld lhcreas6,' -though lesa rapidly thaA In 
. the ^st- fej* years. . * . 

-.N;.. ■ ;. . ■.■ 

bxpAnding t^e Scope of ^Student Assistance • * • 

H.R. '"5192, passedr^by the , House of ' a^presentatlVes, would 
expand federal student asslsfftnqe, principally through' Increases * 
In the 3e6g program. Fully funding the BEOG component of -H.R. 
5192 vtoul<{ increase prograta benefits by $1.^ billion <52 peU- 
.Cent). over e)(tendlng. current prpgraras to:, 19^1. In total, the 
increased benefits would be about , evenly split between students 
from families' Witk incomes above and below $15;000 (see Summary 
Table 2). Under H.S,.- 5192, BEOG costs would Increase dramatic- 
ally in future y^ars; growing' to $5>1 billion by 1984. - 

V * . 

* 

Although H.R. 5192 also %tonlA expand the GSL program by 
. making parents eligible to borrow (at a less highly subsidized 
^, rate than^students) and liberalizing aome\,borrowlng limits, this 
would not significantly increase GSL activity. In fakt, there 
are few ways in" which the GSL program could.be greatly expanded 
because aU students enrolled - half-time or mdjbe are already 
eligible for the loans. - ' . 

Becaus^e the Special Programs for Disadvantaged Students- 
currently reach only a small portion of^ tfe target population, 
. : and because the curr^at supply of potential project spon$Qrs ' 
appears to exceed available funds, these programs could' be 
significantly increased in size • Funding for ' the Upward BouncJ 
^ program, forexample^ could probably be expanded by as muth as * 
, 50 pQCcerit slinply to accommodate demand from additional quail 
fled sponsors* Increases in other Special Programs could alsd) 
be easily implemented. ^ ^ 

Reducing the Federal Role • 

•■ . — ^ ,/■ 

The. federal role as a pro^ader of student assistance could 
hd reduced either through appropriations or through aathorizlng 
actions* 

Constraints have been imposed in the past through the 
appropriations proc'eSsv Using this oourse of ''action, however, 
could create problems in the future,. Given the current* mix ctf ' 
prb^rams, Imposing a limit on funding could have the perverse 

c 
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SUMMARY T:ABLE -2. BASIC pOUtATIONAL OPPORTUNITY GRANTS PROGRAM- 
DISTRIBUTION -OF BENEFITS AND RECIPIENTS UNDER 
VARIOUS OPTIONS, FISCAL YEAR '1981: BENEFITS IN 
. MILLIONS OP DOLLARS, RECIPIENTS IN THOUSANDS • 



• , ParenJ:a' 
Acfjuated 

\-ncOme 
■ (in 1980 
dollar 



Current Level 
)f Services 



Amount Percent 



0-14,999 

Benefits 2,186 

Reclplehts 1,894 

15,000-19,999 * 

Benefits 335" 

Recipients $40 



^5 

75 
( 

13 
21 



30,00Q + 

* Benefits 40 2 

\ Recipients 91 4 



.R. 5192 




j^eadopting 
20-30 Percent 
Assessment 
Rate 

Amount Percent 



2,861 
2,158 



906 
1,263 t 



120 
262 



7A 
59 



23 
34 



3 
7 



2,026 
1,757 



89 

155 



2 
2 



92 



4 
8 



0'' 
0 



jfOTAL- 

3eneflts ,2,561 IpO 
^ Recipients 2,525 100 



3^7 ,100 2,117 100 

3,683 100 1,914 100 



* *■ <^ • " 

_ N_ - ' ' 

effect l>f~Teauci rig gran to xx^eAy students while 

leaving totally . unchecked the gro^^th in /loan subsidies to 
higher- Income students* Because it Is an entitlement program, 
the costs of the G^SL program— which provides aid regardless of 
need-— cannot be controlled through the federal budget and 
appropriations process • Reductions in student assistance, 
funding would have to ;be made in programs rfther th&n GSL; Most 
, ojfher programs, however ^ ^have minimum funding levels mandate^ by 
' current law. A substantial budget reductioti iwjlLLd have to be 
•absorbed within tHfe BEOG program* A small reduction in the BEOG 
program could be' made without substantially reducing aid to 



lowejr-lncorae students because the program h^s a scheduled 
reduction- formula, that protecta^ward^ for the most needy 8tu>- 
dentB^ Re'ducLng the BEOG program by more than $250 million 
below , the cyrret^t level of funding, "ho weVer, would cut aid to 
lower-^Lncomcjf students a/ well as moderate- and m^lddle- income 
students* * • - • * 

Aa alternafive woul;^ be to i^edesigri the student aid pro- 
grams to reduce the .federal role in student ' assistance • while 
maintaining benefits Cfcr lowerrlncome students* 

♦ 

.Most of the proposals for reducing the feder'al role have 
focused on redes tg^i^lrig the' student loan programs* Loans are the 
primary source of * assistance to students with little or no «fi- 
nanctal need, 90 they offer the greatest potential for,retar-- 
getljfig add to needy students* rSfr legislative proposals^ one 
^proposed by the Administration (S* 1840) and one proposed by 
Senators Bellraon and Kennedy (S* 1600), wovild continue to pro- 
vide highly subsidized loans to students with assessed need but 
eliminate the costty In-school Interest-free subsidy for other 
studendsj Both plans would also allow parents to borrow under 
tl\e less highly subsidized program* Either ^of these options 
would, cost appreciably less In the long run than the current set 
of programs (see Summary Table 3>* The Admlnlstratlon^-s 
proposal, however, would actually require Increased federal out- 
lays In the first years because It would mandate full appropria- 
tions for all the *need-based loan ^capital* S* 1600, on the 
other hand, would be financed through federal borrowing; annual 
capital costs would Initially be considerably lower, represent- 
ing only |.nterest on the borrowed funds. The Administration's 
loan plan for needy students would be phased In over three years 
to avoid excessive Initial costs* 

Although no legislation has been proposed that would con- 
trol student assistance costs by restructuring student grants, 
such options are possible* For example, simply returning, to the 
family contribution schedule that existed prior to MISAA, would 
significantly reduce the scope of the program — costs would be 
reduced by $444 million below .extending the current •program, and 
the number of recipients would be cut by 611,000 (24 percent)* 
Nearly all of the reduction In recipients would occur among 
families with Incomes - abOve $15,000. All remaining recipients, 
except those with no discretionary Income, would receive smaller 
awards. ^ ^ v 
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SUMMAKY TABLE 3. COMPARATIVE COST ESTIMATES FOR VARIOUS STUDENT 
. LOAN OPTIONS: IN BILLIONS OF 1'93I DOLLARS 



Fiscal Year 1981 
Costa, Incl'udtng • 
Prior Obligations 



1-^ —7- 

^rrent . ' ' ■ , s. 1840 

■ nrograras. h\R'.' 5192 S. 1600' (at 60%) 

— - ^ ■ ■ ■ 



2.0 



2.1 



1.5 



2.1 



First-Year Cost of 
New Loans Pro- 
vided In Fiscal Year 
1981' . 



0.7 



0.7 



0.5 



1.2 



Long-Terra Cost of . 
New Loans Pro- ... 
vlded In Fiscal Year 
1981 ' 



2.8 



2.9 



2.'4 



1.3* 



* Assumes 100 percent funding rather than 60 percent. 
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CHAPTER !• 



•ION 



Xhe federal rble as a provider of student t assistance began 
with the Gl Mil affter World Waif lU It was e.xtended wl^^l the • 
passage of the ^'Nitlonal Deffense Education Act/ In 1958, wljlch 
provided atudfent loans for »the pufpose of .expanding the pool of. 
educated manpower/ for an lncrea3lngly technological society* ' lf\ 
the mtd-aixtiles,' (concern was expressed that minority and lower- 
income' students It^d much lower rates^ of college attendance* .In 
response to tltls I concern, the Congcess, pasded the Higher Educa^^; 
tlon Act ^of |1965L, The 'act offered assistance' primarily to stu- 
dents whb otherwise/might be unable to attend colleget Over 

;re8^s expanded the scope of its legislation to 
burden of college, cost^s 'for middle-Income 
wejLi, culminating in the Middle Income Student 
f 19^8* Not surprisingly, tHe expansion in 
[reat increases *in federal coeta* From a 
models t^ $250 million in fiscal, year 1965,- federal 
student asdistanqe ha^ increased more than 20 fold. 



^me, howevejr, 
^elp reduce! * tl 



students 
'AssLs'tance 
scope led 
relatively 
spending f o * 
to^more tha i 



The federa:. government pfovides student assistance tiirough 



two types o 



$5*2 billion in 1980* 



pr(>grams: grant ^id and self-help aid*^ Until two 



years ago, .1 he jirant aid focused primarily on assisting the most 
needy stude nts— ^thdt is, students who ^ight not have been able 
to attend- college .without Ttha grants* But the Middle Income- 
Student Assistance Act (MISAA), parsed *in 1978, extended grant 
benefits to Imany middle-income students by lowering the amohnt 
that families are expected to contribute^ to their children's 
education* 

I- • 
Over tha years, self-help aid has been used In two ways: 
to provide flin^ancial ' relief for middle-income students, and to 
provide ^tudents ft^m lower-income families „ with '^sufficient 
reliources to make-up the difference between what they receive in 
grants and* the \remainder of their educational expenses^* 



1. Self --help Ai< 
T)art-tlme woi 



makes fundd available' to studehts as pay for 
or as loans to be repaid at a later date* 



Ln addition tp these forms of financial asslstrahce, th^ 
federal government ha^ also devi^g^ped .programs desQned. to 
elicdurage, motivate, and prepare pre-college students to con- 
tinue their education beyond high school,^ Virtually all of this 
effort focuses^ on students from disadvantaged backgrounds,. 

This ye^r the Congre^ss will mke declsidnd that will define 
the future role o^ the federal govfernmeqt iix postsecondary^ 
education, . *The authorlz^tijon for the* Higher ^ Educa^-in ; Act ^ 
expires at the end of f iscal/yea^l980. Funding levels for the 
various programs In fiscal yhar J^Sl wiiX alsb need^ to be estab- 
lished. M / 



This paper addresses issues central to these two s^ts'of 
decisions. Chapter II examines the pifcblems currently addressed 
by federal postsecondary education policies, and the effective- 
ness of the policies themselves* CMapter III analyzes federal 
student grant progrms— how these. Programs evolved, wha they 
serve, and possible Ipptions for th* future, including current 
Legislative proposals.^ Chapter iv/focuses on federal student 
self-helj^ projgrams — their structure 
costs,* and the 'effects that cerp 
have on costs and bervef iciarles . 
vices provided through the Specie 
taged. Chapter VI examines the 



their beneficiaries, their 
Ln legislative reforms might 
Chapter V deals with the ser-. 

Programs for the Disadvan- 
overall effects of .piwposed 



changes on tTie budget and on the listributlon of benefits. 
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CHAPTER II. THE FOCUS AND IMPACT* OF FEDERAL POSTSECONDARY 
EDUCAtlON POLICY 

— - . ^ ' 1 = * 



goals: 



Fe^deral postsecpnAary education policy has two" dominant 



o Promoting equalfty of educational opportunity for disad- 
yantagjed students; 

* f . • 

o Reducing the burden of college costs for^tudents and 
their families* ( - 



PROGRESS SO, FAR 



init^f 



Equality of educational opportunity^ as measured by educa^ 
tlonal attainment, is not being achieved by the fediijal pro- 
gram. Students from economically disadvantaged backgrpunds are 
still , less likely than others ' to alten^*. college and lisa likely 
to stay in college if they do attend. While it api/ears that 
.federal student financial a,id may have helped reduce the gap in 

enrollment between students from lower-income families and 

« 

others, • further increases in financial assistance (beyond 
Increases to keep pace with inflation) may not lead' to signifi- 
cantly greater educational attainment among disadvantaged 
youth. Rather, the major impediments to achieving equal educa- 
tional attainment may lie elsewhere. 

With respect to the second goal, that of redjucing ' the 
financial burden on ,students, no compelling evidence lexists as 
to whether, on average, students face a greater butjden today 
than in the past. The success of ' the federal program is diffi- 
cult to assess for lack of a single, agreed-upon indicator of 
reasonable financial burden, particularly one that distinguishes 
between magnitudes of burden over *time. Using various indica- 
tors, however, the evidence appears mixed as to' whether the bur- 
den of college costs has increased for the average student in 
recertt years. While family incomes have generally kept pace 
with Increasing average student charges, this is true ' only 
because a larger proportion - of students have been attending 
lower-cost Institutions. Indeed, for students wishing to attend 
specific typea of institutions, average costs have indreased 



ERiC 



more rapidly than family Incomes. Other factors, such as family 
size, the number of college-age children, .and the num^r or age 
of family wage earners, affect family financial conditions, but 
their effects on family burden have also been mixed. • 

PROMOTING EQUALITY QF. EDUCATIONAL OPPORTUNITY 

t • • " . / ,. 

Youth from lower-lntome families remain a)pprq^lably less 
likely to attend college than those from hlgher-lr\CQme families, 
although' the gap In attendance rates has narrowed during the 
last decade. In 1978, high school graduates .aged 17 tp 22 from 
families with Incomes below $7,500 (In 1980 dollars) were only 
79 percent as Ukely to be enrolled In postsecondary education 
as all high school graduates .of that age group who remain depen- 
dent on their families for ' financial support. ^ The gap between 
enrollment rates. for lowet-income youth and all youth has, how- 
ever, narrowed substantially. In 1968 .a 17- to 22-year-old high 
school graduate from 'a family with Income below $7,500 (In 1980 
dollars) was only 65 percent as likely to be enrolled In post- 
secondary education as all high school gra4uates In the same age 
cohort, appreciably less than In 1978. This change has been 
brought about by a decline In the enrollment rates of other 

/ncome groups rather than, by an fncreasejln Ipw-lncome enroll- 
ent r^ates (see Table 1), . 

Students from poor and disadvantaged backgrounds also are 
less likely to remain In college once they have enrolle'd. Among 
1972 high school graduates, 72 percent of those of lower socio- 
economic background who enrolled In college returned for the 
second year of college, compared to 77 percent of those of 



1. The comparlsoii-ls restricted to high school graduates be-' 
cause they are the only youth for whom postsecondary ed»|ta-/ 
tlon Is a viable optlop. To assure that the Income comparl-/ 
son are of equivalent types of family units, this specif 1<L 
analysis Is restricted only to dependent students (that Is, 
those who remain reliant on their families for financial 
support), even though there may be important reasons why 
many of the Independent youth have severed financial depen- 
dence fr.om the nucleai; family unit. 



TABLE 1. PERCENT OF, HIGH SCHOOL GRADUATES WHO ARE DEPENDENT 
FAMILY MEMBERS AGED 17-22 ENROLLED IN POSTSECONDARY 



EDUCATION, BY FAMILY INCOME, IN 
t978 (INCOMES tN 1980 DOLLARS) 


> 


•69, 1974, 




Incon^ Rang^ 


1968-1969 


1974 




1978 




$'0- 7,499 , 


35 
ft 


33 




34 


1 


$ 7,500-14,999 ' 


47 


35 




36 




$15,000-19,999 


47 . ^ 


' It. 

37 ; 




41 




$20,0Q0-24\^999 




38 




37 




<5'?s nnn— 9Q oqq 

■\ ■ } 




42 




A 1 
Hi 




$30,000-39,999 


62 


47 




44 




$40,000 + ; 


76 , 


63 




60 




All Dependent ^ 
Students < 


54 ' . ' . 


44 




43 




SOURCE: U.S- Bureau of 
^ * March Series 


the Census , public use tapes 
of the Current Population 


of the 
Survey. i 


\ Prepared hy James A* Sweet, Center 
Ect^logy, University of Wisconsin*. 


for 


Demography 


and 



NOTE: A family is defined^ as two or more persons related by 
bloody marri^gQ, or adoption, ^nd residing together. A 
dependent failiily member is a relative of the primary 
family head ot^et than the spouse. 
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middle socioeconomic status who enrplled and 85 percent of the 
upper socioeconomic status enrollees.2 

The Impact of Federal Efforts 

Inequall A.es fin college enrollment remain * despite large 
Increases inj financial, assistance for students from lower-income 
families and evidence that this financi'al assistance should make 
a dlfference.3 Three expUivatlons for the inequalities are 
examined below: ^ 

Federal assistance, though substantial, has not been 
suffi^lQ8t.t * to remove financial barriers to college 
attendance for- many lower-income youth* 

o Students are ill-informed about the availability of 
student aid. • A ■ ' 

^ . N 

o, Financial incentives do not work with many potential 
students because noneconomic factors are more important. 



2. William B. Fetters, George H. Duntleraan, and Samuel S. 
Perry, Fulfillment of- Short-term Educational Plans and 
Continuance in Education, National Longitudinal Study of 
High Sctiool Seniors (National Center for Education 
Statistics, 1977), Table 7. The socioeconomic status index 
was based upon a composite score invol-ving five components: 
father's education, mother's educatibn, parental income, 
father's, occupation, and. a household items index. 

3. Baaed on paist research, a $100 dollar decrease in net 
college costs in academic year 1979-80 could increase by up 
to approximately 1 percentage ^ points the likelihood that 
youth from lower- or modferate-income families would attend 
college. The research also suggests that other, nonprice 
variables affect enrollment decisions. For mote ..information 
see Gregory A. Jackson and George B. Weathersby, "Individual 
Demand for Higher Education," Journal of H4gher Education , 

. (vol. XLVI, Nbv/Dec 1975, pp. 623^51^^ For a dl s cuss' ion of the 
effects of college costs on^ student enrollment, see also 
Michael S*. McPherspn, "The Demand for Higher Education," in 
David W. Breneraan and Chester E. Finn, Jr., eds.. Public 
Policy and Private Higher Education (Brookings, 1978), pp. 
180-82. 



Has Federal Asslstagce Been Sufficient to Remove Financial 
Barriers to College Attendance for LOwer-]S\COine~Youth ? The 
burden of college .costs on lower^ Income families has changed 
relatstvely ' little over "the last decade. Money Incomes of 
lc5wer^lncome families with children nearlng college age, 
together with federal /and * state student aid,, have risen as 
^rapidly as average student chargiBS*^ ^For example, |flfe||^urden on 
a fara\ly ,wlth Income of $7,.500 (In 1980 dollars) H&s changed 
relatively, little Muring the last decade (see Table 2). 



« 

TABLE 2. # PERCENT OF FAMILY INCOME NEEDED TO FINANCE COLLEGE. IN 
. '1969 AND 1978 FOR HYPOTHETICAL FAMILIES AT VARIOUS 
INCOMES (INCOMES IN 1980 DOLLARS) 



Public Private 



'- 'l969 19.78 * 1969 J 1978 



$7,500 


• 26 


r 

26 


56 


V— V— 

58 


$15,000 


16 


14 


34 


30 


$25,000 


10 


21 


20 


$50,000 


5 


5 

-■ « — 


11 


11 



NOTE: College costs are assumed to equal average student 
charges minus /average federal aid available for students 
I9 the $10,000 range In which the hypothetical Income 
falls. 



— : ' \ . . ^■ 

4» For farallt^es with children- nearlng college age^'(all f^tlies 
with children In the eleventh- or twelfdlt . grades), tRe 
lncomt*s of the lowest quintile Increased by 74 percent 
between 1967 and 1976, compared to Increases of 90 perce<it, 
95 percent, ahd 96 parcent for the next three quintiles. 
During the same period of time the Consumer Price Index rpse 
7l percent, and average student pharges rosd 74 percent in 

^ the public sector and 84 percent ^n the private sector. 

J- . ... 



Many lQwer--inc6me families, however » continue to provide 
much mOre than could reasonably be expected' to s6x^ their 
children to college. In 1978, more than half of all undhjrgrad- 
uate students from families with 1977 incomes below $)y>pOO 
reported that ^they ' received financial help from their parent^^, 
althouglv almost «none of these students would be expected to 
repeive parental ^ support under any existing needs analysis 
formula'\^ This suggests that financial need/ as currently 
defined, has not been eliminated for these students • Further, 
it suggests that financial barriers to college attendance may 
still exist for youth from lower-income families that are unable 
to sacrifice as much to send their children to college, 
. _ » 

r Are Students Aware That Assistance Is Availably ? Do at}X- 
Merits and their parents know how much aid is available, and do. 
they learn about this aid early enough for it to affect their 
enrollment and curricular decisions? Students must decide early 
in high school, generally in the ninth or tenth grade, whether 
they wish to pursue a college preparatory, vocational-technical, 
general ^icadepic, or less academically demanding high school 
curriculum. Yet at* that point in their education they may be 
unaware of the level of financial assistance that will be avail- 
able by the time they graduate from hi^h schQ,q,l, and they may 
mistakenly foreclose future options tjiat they wrongly perceive 
not to be financially .viable. Unfortunatel^, little Is known^ 
about the extent of this problem. ^ 

How ^ Important Are Noneconomlc Factors in jPetermining 
Whether Youth Attend College ? Noneconomlc factors appear to 
explaih why many youth from lower-income families do not attend 
college even when financial assistance is available. Lack of 
adequate academlt preparation impedes continued education fctf 
some. Lower-income students are less likely to complete high 
school, t^us . f orecloa4ng the option of continuing their educa--* 
tlon. ^n 1978j 32 percent of all 19- to 24-year^olds from 



5. Preliminary data from responses to the studei;xt questionnaire 
of "Study of Prograta Management Procedures in the Campus- 
Based and Basic Grant Programs," conducted by Applied 
Management Sciences, Incorpoifatect, for the USOE Office of 
Evaluation and. Dissemination, shof^sl that 56 percent of all 
undergraduate dependent students from families with incomes 
less than $6,000 received parental financial assistance for 
educational costs other than a spending allowance* 

V 



famiUes wlth^ incomes under $10,000 had npt graduated from high 
school, compared to 10 percent of 18- to 24-year-ol(is from 
families with incomes above that amduht.6 Furthermore, among 
students who do complete high school, youth £rom lower ,.*sbclo- 
ecoaomlc backgrounds are less likely to perceive themselves as 
academically qualified to attend college; schooling for many has 
noe been a successful- or fiappy experienced And among those who 
later drop out of college, . nonfinancial factors such as low 
academy: ability and low academic ' aspirations appear to be more 
dominant factors than family financial conditions.^ ' 

Other alternatives^ may compete with college for youth from 
lower-fn^ome famiUes. For example, military service has^tradi- 
tiondlly attracted a disproportionately large number of 
collage-age male youth from lower-income families, for whom the 
income and training available through peacetime military ser-* 
vice may seem more beneficial than a college education. '"^ 



REDUCING THE BURDEN OF COLLEGE COSTS 

Some evidence suggests that the burden of college costs on 
the average student has not increased in recent years, while 
other data contradict this. 

One Indicator—the ratio of average student charges to 
family income--sugge'6ts that the burden has not increased^. Over 
the last decade, college costs facing families with children. 
Hearing college^ age have declined as a percentage of income ' 



6. Derived from U.S. Bureau of the Census', "School Enrollment- 
Social and Economic Characte^ristics of Students: October 
1978," Currenj: Population Report Series P-20, no. 346 
(October 1979). ^ 

7. K,. Patricia Cross, "Changing Students and the Impact .on 
Colleges," presentation bef.ore the Education Staff Seminar^ 
Washington, D.C., January 11, 1979. 

8. Alexander W. Astln, Four Critical Years (Jossey-Bass Pub- 
lishers, 1977), p. 108. For a more detailed discussion of. 
dropout rates and reference^ to other . studies, see: 
Alexander W. Astln, Preve.ntlng Students From Dro pping Out 
(Jossey-Bass Publishers, 1975).' ' ' ^ ^ 



, either before or after^ tax (see Table 3)*^ This Is *8d,^ 
however, only because a Higher proportion of studeats are 
attending less expensive Institutions, particularly two-year 

^ public . community colleges* At' -^many types of instituti6ji|3, 
tuition and fees, taken alone, have increased moire rapidly^ thart 
either the Consumer Price Index or family incomes. Cost 
Increases have varied appreciably within both the private and 
public sectors. Ifor example, ftom 1967jthrough 1977 among five 
groups of instttutionsj costs rps^ proportionally most rapidly 
lot the Ivy League and the Seven Sister^ and less rapidly at 
public Institutions in the Pacific Eight, Big Ten, and 
Southeastern Conferences* 

Other cpndltlons also affect the financial burdens . facing 
potetitial college students and their families* For example, 
family income increased more rapidly than college costs, partly 
because more families had two wage earners than In prior years* 

^Between 1969 and ^1978 the proportion of two-parent families' with 
both parents working increased from 50 percent to 56 pei>cent 
\(see Table 4). This phenomenon was offset by an- increase in the 
rlCimber of single-parent households from 13 percent in 1969 to 19 
percent in 1978* Furthertdore, factors other than income, such 
as family size and spacing of children, affected overall family 

• .fetnanclal conditions^ during the seventies^ Childi;en of college 
a-^e we-rQ spaced more cTosely together in the late seventies than 
djtt the past, and thus were more likely to be. in college at the 



1.: 



9*; These comparisons vare with median incomes for families with 
> eleventh and twelfth grade students* Focusing^ on families 
with children who are nearing college age, rather than qn 
r . families with children In. college, avoids the data lot 

occurring, because many college-age youth ^are no longei 
. ' enumerated in theljr nuclear family units. 

■■ V. ■ : ' 

.10. See, - Carol ■ Frances Van Alstyne, Is There or Isn't There a 
Middle Income Cruqiph? (American Council on Education, 
1979). . 

11. Unpublished data from Su.san Nelson, Brookings Ijistltutlon, 
1978. * , 



tABLK 3. FAMILY INCOMK ,^4Jtt^Hl5 AND AFTKK, TAXIiS, /AND STUDENT CUAKGES, CALENDAR ^EAHS , 1969, 1974, Ai^D 1978 



li69 



MedU.n Family Incgme for 
Faratllos with Students 
Near lug' College Age^^ 

Before taxes 

After tax^fl , 

Average Student Charges ' , . 

F;ubllc' ' 
' ' Private 

Sfcudeiit Charges as* a 
Percent of- Income' (be&gre taxiis) 
Public > ^ 

•i^rlvate. . 

Student Clmrgos as a '[ 
Percent of ii\co^nic (afte^ taxes-) 
Public 

•Private . * * . 
Co||tiumeF. Ppilce Index 



/ 9,984 
7,407-7, W7 



l,«03 



12.0 

25.3 



16.0 to 16.2 
33.6 to 34.2 

109.8 



1974 



1978. 



14,418 
10,813-11,1)30. 



1,617 
3,385 



11. 2 
23.5 



'19,221 ^ 
14,065-14,372 



2, '009 



4,477 



10.5 
23.3 



< 



Bercent 

Change 

1969-78 



14.7 to 15.0 
30.7 to 31.3 

' 147.7 



14.0 to 14.3 
31.2 to 31.8 

195.4 



92.5 
86.6-94.0 



67.0 
77.0^ 



-12.5 
' -7.9 



■10.6 to -13.6 
-5.4 to -8.8 



la.o 



SOURGK: liicoiu^ Uata from March Serieij. of U.S. Bureau of the qenaus Curretrt: Population Report . Tax (lata 
' from Internal Revenue Service, Advlaoty Commission, oji Intergoverniijental Rtitlatlxjns, and published 
rates for Social Security taxes. Student qharges frpin the National Center for Education Statls- 
. tics. ' ■ . . 

■ „ ■ • • } ... ^' ■ . ■ ■ ' • V 

a. Includes all families VUh. children enrol I'eti In the eleventh or twelfth grade of high school. 



aarae time, creating a slightly greater short-term burden on 
^thelr families. ^2 . - 



TABLE 4. DEMOGRAPHIC CHANGES AFFECTING FINANCIAL CONDITIONS OF 
FAMILIES WITH 'CHILDREN NEARING COLLEGE AGE' IN 1969, 
1974, AND 1978 



* 6 



1969 1974 ;978 



Percent of Two-Parent Households ' ' 

with Both Pafents Employed 50 52 56 

Percent of Families with Two 

Parents Present ~^ ..^^^ 87 84 81 

Percent of Families with No 

More than One Child of ' * 

College Age at Any One Time 40 35 35 

Percent of Families with at 
Least Three- Children of 
College Age at the Sf^e. 

Time 20 , 23 • ^ 24 

• » ' ' ' ■ ■ 

Average Y^ars, During Which 

More than One Child Will i ' • 

Be of College Age * • 2.42 2.66 2.76 



SOURCE: , Percentages from March Series of U.S. Bufeau -of the 
Census C urrent . Population Report (various years). 
Average years of overlap from David Goldberg and Albert 
Anderson, "Projections of Population and College 
'Enrollment in Michigan, 197072000," Governor' s . Commis- 
sion on Higher Education:, Lansl^ng, Michigan v(July 

\ ' ' ■ . " » 

12. David Goldberg and Albert Anderson, "^J-ojections of Popula- 
tion and Collegp Enrollmeivt in Michigan, 1970-2000," (a 
sponsored research project of the Governor's Commiasion on 
Higher Education, Lansing, Michigan, July 1974). 
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The Itttpacypf Federal Efforts 

Federal efforts have helped prevetrtT the burden on the aver- 
age- family from increasing. On a per capita basis, federal aid to 
middle- and upper-Income students increased from 1969 . to 1978. 
The ^ aggregate amount of aid to families with incomes above $20,000 
(In 1980 dollars) increased 200 percent in real terms from 19^9 to 
1978, while the number of undergraduate . students from families 
with incomes above $20,000 increased less than 10 percent. ' When 
one subtracts from college costs the amount of aid /received 
through the three federal campus-based' programs and /he Basic 
Educational Opportunity iGrants program, the "percenfe-^f family 
income required from middle-income families changed very little 
from 1969 to 1978 (see Table 2, page 7). 

LIKELY CHARACTER OF THESE PROBLEMS IN THE NEAR FUTURE 

u 

The extent to which the problems of unequal educational 
opportunity and burdensome college costs remain problems, and thus 
the focus of future -federal postsecondary education 'policy, 
depends in large part on changing demographic and economic 
factors. 

\ ' ' 

A number of derabgraphic changes will affect college 
attendance patterns in the near future. Most significantly, there 
will be fewer youth .arriving at college age because the postwar 
baby boom has peaked and the size of the college age cohort is now 
declining. By 1982, college enrollments are ^pected to begin 
declining. Full-time erirollments, in fact, began declinir{g in 

The declining number of college-age youth has several 
implications for postsecondary education. First, the trend noted- 
in the seventies toward the closer spacing of children will 
subside. Overlap amofig siblings reached its peak at 2.8 years in 
1975. By 1981 it is projected to decline to 2.6 years, and by 
1985 to 1.9 years. < 



Other demographic trends will also affect ,the nature of 
higher education programs and the need for federal assistance. 
While the total number' of college-age youth will decline, the 
^ proportion from educationally disadvantaged backgrounds will 

. increase. By year 2000, minority students may represent 
one-fourth of the total enrolled college popuUtlon, a fivefold 




Increase from i960. 13 Married couples, on average, are delaying 
parenthood longer than In the past.; parents* age at the birth of 
their first child Increased by approximately two years In the 
sixties, which Is the time during* which tjoday^s ^college age 
youth were bog;i. 

If current V federal postsecondary policy Is raaintali>ed,, 
tHese demographic changes will alter its scope. The increasing 
proportion of* youth from lower-income backg^rounds will maintain 
the demand for ' ne^-based assistance. Declining numbers of 
middle-income dependent students, less sibling o^verlap, and 
smaller family %ize will tend to reduce the burden on many fami- 
lies. Furthermore, because parent^ will be slightly older, on 
average, and thus at a higher point in their life-time earnings 
profile when their children go to college, family financial con- 
ditions will be improved, Insum^ these changes should reduce 
the demand from many families for student financial assistance. 
Most notably, they should reduce the demand for student loans, 
as well as eligibility for the need-based grants available to. 
middle-income students under the Middle Income Student Assis-^ 
tance Act* 

But current policy may not endure. The fedepal focus may 
change to address new needs presented by the altered composition 
of college* enrol laments. More federal attention may be directed 
to nontraditlonal students — those who afe older* or who are 
enrolled part-time. Additional assistance may be needed to 
eliminate the ,^inanci^l and nonflnancial barriers confronting 
the Increasing proportion of students from disadvantaged back- 
grouhdg. 

Some are already ajrgulng that budgets cannot be «lit as 
enrollments ^decline because of the high fixfed costs associated 
with tenured faculty and maintenance of facilities, Thus^ 
coll^e^ costs per student may increase appreciably in the 
future, particularly If federal student aid inc^ases enough to 
allow institutions to Increase thfelr tuition ( dttttrges. without 
raising the net cost for students, Xhis trend toward higher 
average student costs may change if some '^colleges close down. 
If ,^ 4s Is genercill^ expected, declining enrollments force* the 
closing of a number of relatively small private Uberjil arts 

1 ^ . % • 

13. Carnegie Council on Policy Studies in Higher -^EdLcatipn, 
three-Thousand Futures (Berkeley, 1980), ' 

• V . • ' ' • . 

^ ' 14 



colleges— which geherally _ have higher t*han. average costs- 
overall average costs will not grow as rapidly.' - 3ut . closings 
,are likely to af^^t less than 2 percent of . all ^'capacity, so 
will have only minimal Impact. To some extent ' current cost 
levels could be ^^tabillzed In the public sector by maintaining 
enrallraents in some institutions while closing others. lew 
states, however, ^em disposed to pursue this cour,se of action. - 



/ 



p- 1 




•I 
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14 • Robert Behn, In "The En^ 
cation/* a working paper 
Educational Policy prepar 
Labor and Human Resources 
small, lower-quality colleges 
students will close* 



the Growth Era In Higher Edu-^ 
roiji Duke University's Center for 



for the Senate 



. Committee on 

(JuWe 7, 1979), estimates that ^200 
with 100,000 to 150,000 
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CHAPTER III. ' FEDERAL GRANTS TO STUDENTS—OPTIONS FOR REAUTHORI- 
ZATION AND FUNDING 

— ~r — " — ■ * — - ^ 

/ ' ' » / ' *• 

P ' < ^ * 

Ped^al grants to students Incref^sed greatly In fiscal year 
1979, and their scope also' chahged.' Until 1979, T^osf of the 
benefits from the three major prograjns— Basic Educational Oppor- 
tunity Grants, (BEOGs), Supplemental Educational Opportunity 
Grants (SECfes). and State Student Incentive Grants (SSIGs), went 
to students from lower-Income families. But the Middle Income 
Student Assistance Act (MISAA) of 1978 expanded the BEOG program 
to reach 47 percent more students, mostly from middle-Income 
families. The Congress Increased benefits fot BEOGs by over 50 
percent ln''i979. It also increased the funding for SEOGs by 26 
percent In 1979. 

• The Congress is now " considering various prooosals thaf 
••would aUer both the costs and the benefits of the grants prb- 
grams. Most of the attention has fbcused on Basic Educatl.onal 
Opportunity ,Grants, thp largest federal student grant program. 

THE BEOG program " 

Basic. Educational Opportunity (Jrants, established lu 1972, 
provide grants to undergraduate students enrolled at least 
half-time In pollege or postsecondary vocational/technical 
schools. The levjel of a grant varies, depending on the contri- 
bution to college expenses that can be expected from a student's 
family. The major determinant of expected contribution Is a 
family's discretionary Income—thdt is, its gross Ipcorae minus a 
family living allowance. ^ In fiscal year 1980 (academic year 
1980-81), approximately 82 percent of the benefits will go to 
students from families with* income^ below $15,000. with 71 

CP' 

(.' 

% 




I. The 0MB Poverty Threshold (also frequently referred to as 
the Orshansky Index) currently is used to determine the 
family living allowance. 
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^percent of the recipients coming fcom these .families (see Table 

The costs of the BEOG program, 48 well as eligibility for 
,lt^ depend on the amount of the family contribution required, . 
Lowering the percentage of family discretionary Income that is 
judged to be available obviously increases the size of the av^rr 
age award and makes more students eligll^le as well. The current 
law stipulated a 10, 5 percent assessment rate on discretionary 
Income for families with dependent students. In 1980, 33 per- 
cent of each dependent student^s income in excess of $2,700 will 
be Included in the family ' contribution-'-the fifst time such 
Income has been intljuded. Self-supporting (independent) stu- 
dents with dependent children or spouses are expected to contri- 
bute 25 percent of their discretionary Income, and those having ^ 
no dependents 75 per*c«it, ' ^ ' . 

The expected contribution also varies with family assets. 
Currently; a family may exclude $25,000 of its assets ($50,000 
of farm or business assets) from assessment,' contributin3 5 per- 
cent of its remaining assets. Self-supporting students with 
children h^ve the same exclusion and assessment rates, ^ while 
otheA self-supporting students are expected to contribute one- 
thlraV^^helr ^ssets to college costs, ^ v 

The expected family contribution interacts with other pro- 
gram parameters to establish grant eligibility* Two program 
parameters — the maximum award, currently at $1,800, and the 
proportion of a student's education costs that can be covered by 
grants^ which currently cannot exceed 50 percent of costs — 
greatly affect who receives BEOGa, how much they ^receive, and 
how much the program costs the federal government, 

« 

OPTIONS FO^ REAUll^ORlZATlON AND FUNDING ^ 

For fiscal year 1981, the Congress has a wide array of 
options available that would alter both the costs and the 
emphasis of t;he Basic Grants program. 



\ 

2,j^ Income l^ defined in thl^ ^nalysl^s of the BEOG program as 
the adjusted gross Income of the family head and spouse • 
Adjusted Gross Income (AGI) Includes earned Income, 
Interest 'and dlvide);id income, and taxable pensions, minus 
various ad^juatmepits to income. 
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TABLE 5. ^ BASIC EDUCATIONAL OPPORTUNITY GRANTS PROGRAM, DISTRI- 
BUTION OF BENEFITS AND RECIPIENTS IN FISCAL YEARS 1980 
AND 1981 USING CUiyiENT PROGRAM PARAMETERS: BENEFITS 
IN MILLIONS OF DOLLARS, RECIPIENTS IN THOUSANDS 



Current Level 

Parents' Adjusted of Services 

Gross Income " 4980 . * in 1981 

(In 1980 dollars) Amount Percent Amount Percent 



0-14,999 ' • . 

Benefits 2,070 , 82 2,186 , 85 

Recipients .1,882 71 1,894 ° '75 

• 

15,000-29,999 

Benefits 404 16 . 335 U 

Recipients " ^ 671 26 \ 540 21 

30,000 + 

Benefits . 50 2 40 2 

Recipients 79 3* 91 4 

< 

TOTAL 

^^f^eflts 2,524 100 2,5^1 100 

Recipients .2,632 * 100 2,525 100 



SOURCE; 



The data for this analysis have been generated froril the 
CBO Student Assistance Cost Simulation Model. Pre- 
liminary program data on the number of recipients an^ 
qualified eligible applicants for fiscal year ♦1979 were 
used to establish participation levels by^ Income 
class. Participation tatea for subsequent years were 
assumed to be the same as those estimated for 1979. 



Some options, such as the proposal included in the House's 
reauthorization bill (H.R. 51^92), would significantly expand the 
progtara. It would provide higher benefits both to increase 
fjquallty of educational opportunity and to reduce the burden for 
ra I dd,le- income students, and as a result costs would also go up 
significantly. • - 
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^ Other options, including tR'e Ajdmlnlstratlon^s reau^thorlza- 
tion proposal, would Essentially maintain the current ^distribu- 
tion of benefits* The empha&i$ would remain on enhancing equal--' 
Ity of educational opportunity, although middle-Income students 
would retain t|te Increased benef Ita-^hat resulted from MIS AA, ^ 

Proposals to reduce 'federal costs have received Increased 
attention as federal budget constraints have tightened* Thes^ 
are generally presented In ^conceift with efforts to retarget 
benefits on students having^ the greatest financial need, thus 
preserving the federal commitment to equality of educational 
opportunity* Budget^ reduction strategies generally decrease the 
recent emphasis dn reducing the burden of college costs for 
middle-Income students; this goal Id generally perceived to be 
secondary to that of enhancing equality of educational opportun- 
ity* Among the possible optlond are the following: 

. o preserving the stat>is quo; _ ^ ' ^ . 

o Adopting H»R» 5192, passed In the House, which wdjld 

significantly expand the program; 

** 

o Adopting the Administration's proposal to raise the max- 
imum grant level to $1,900; ' 

o Simplifying the needs analysis system; 

o Retargeting the program on the most needy students, 
through Ihtew authorizing legislation, thus re<tuclng the 
program's scope; 

o Providing less than full funding ^r the program In 
appropriations, thus reducing the level of benefits* 

•fiach oif th^se options Is ^discussed below. * 

Maintaining the Status Qup * " 

In its curreht form, the BEOG program would provide $2*6 
billion to 2,5 million students In fiscal year 1981 (see Table 
5)* Costs would be 1 percent higher than in 1980, but 4 percent 
fewer students would receive awards* If the eligibility cri- 
teria and program parameters remained unchanged In fiscal year 
1981, 85 percent of the BEOG benefits, would go to students from 
families with Incomes below $15,000, a slight Increase over 
1980* Pesplte a 6 percent Increase in the average award, most 
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families would Have to contribute a slightly larger portion of 
their discretionary income to college costs in fiscal yes^r 1981 
than In 1980 (see Table 6). 



1^ 



•TABLE 6. THE- FAMILY BURDEN: STUDENT COSTS IN EXCESS OF. BEOG 
ASSISTANCE AS A PERCENT OF FAMILY i)lSCRETIONARY 
INCOME, BY TYPE OF COLLEGE, FISCAL YEARS 1980-1981 



^Adjustfed Gross* , Public Public Private 

Incotae (in Two Year Four Year ,Four Y6ai 



1979 dollars) 




1980 


1981 


1980 

» 


1981 


1980 


1981 


$10,000 


« 


78 


91 


110 


137 • 


■^50 


302 


$15,000 


< 


J- 26 


30 


V 40 


45 


82 


90 


$20,000 




20 


22 


28 


31 


54 


58 


$25,000 




17 

t 


19 


^^3 


25 


42 


44 


SOURCE: Bill Sanda'; "An Analysis of. the Effects 
Xhe Basic Educational Opportunity Grant 
•Grant Level Over The Amount Authorized In 


ttf increasing 
(BEOG) Maximum 
Current La5," 



Congressional Research Service (1980). 



Generally, maintaining the program in its cngrent form- 
that is, not altering such factors a^ the maximum award or the 
assessment tate on discretionary incomes-decreases program cpsts' 
over time, beca^8e the effects of increasing family incomes more 
than offset those of increasing college costs and increasing 
family living allowances. In fiscal year 1981, however, two 
factors will prevent program costs from diminishing: FArst, 
family incomes are not expected to grow as rapidly as college 
costs. Second, participation may continue increasing as more 
middle-income stv^dents become aware that MISAA j( first imple- 
mented in 1979) makes them eligible for,5grants. 



3. Family incomes" in 1980 (the income reported by 1981 BEOG 
applicants) are'^ projected to rise more slowly than in the 
.past because of anticipated higher levels of unemployment. * 
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Adopting H,R., 5192 

< 

H.R. 5192, passed by the HoUse of Representatives on Novem- 
ber 3, 1979, would provide $1.3 blllW more BEOG benefits than 
the current pt^ram in 1981, a 52 percent Increase (see Table 
./)♦ About half of the new funds would go to students from 
families with Incomes below $15,000. The distribution of bene- 
fits to students attendlug different kinds of schools would 
change very little. 

•I . ■ _ 

H.R. 5192 would change the current BEOG program in five 

ways. 

o The maximum grant would be Increased^* from $1,800 to 
• ■ $1,980 In 1981, $2,160 In 1982, $2.340 'In 1983, and 
$2,520 In 1984. 

o The proportion of college costs covered by BEOGs would 
be Increased from 50 percent to 55 percent In fiscal 
year l981, 60 percent In fiscal year 1982, 65 percent In- 
fiscal year 1983, and 70 percent In fiscal year 1984. 

.In com,putlng the family contrlbutli'n the exclusion of 
the value of "the family home would be extended to the* 
full amount o^ equity rather than the current $25,000 
limit, but the limit on other assets would be reduced 
from $25,000 to $10,000. 



o 



o Self-supi>orting students with dependent'Hihll^ren would 
be expected to contribute the same level of discre- 
tionary Income to their education cqsts as families with 
dependent students. . ' ^ 



t 



o The coSt allowance for books would be Increased from 
$400 to $600. 

Each >)f-*hese changes affects the cost and distribution of 
benefits (see Table 8). The changes are discussed below, and 
the costs and benefits In 1981 are compared to those of 
extending the current program In 1981. (The total costs would 
be $131 million greater than the sum of their independent costs 
because of interaction between the changes.) 
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TA-^U 7,- BASIC EDUCATIONAt OPPORTUNITY CaiANTS PROGRAM, DIStIi- 
BUTION OP BENEFITS AND RECIPIENTS IN FISCAL YEAR 1981 

r ' UNDER CURRENT SERVICES AND UNDEF^ H.R. 5192: BENEFITS 

IN MILLIONS OF DOLLARS, RECIPIENTS IN THOUSANDS 



Parents • Adjusted 

Gross Income ^ 
V Alt i.:i;ou uoxxcirs/ 


Current Level' 
of Services 
'in 1981 




f 

5192 


Amount 


Percent A 

r 


^ Amount 


Percent 

if 


0-14,999 










oener i. us 


2,186 


85 


2,861 


74 


Reclni pntn 


1,894 


75 


2,158 


59 


45,000-29,999 












335 


13 


. - 906 


23 


Recipients 


540 


21 


1 ,zoJ 


34 


30,000 + ' 










> Benefits 


40 


2 


- 120 


3 


Recipients 


91 


4 


. 262 ' 


7 


TOTAL 










Benefits 


2,561 


100 


3,887 


100 


Recipients 


2,525 


100 


3,683 


100 



SOURCE: See Table 1, page 19.' 



Increasing the Maximum Ej-lglblllty Index . Increasing the 
maximum award from $1,800 to $1,980 would provide $390 million 
more in benefits in 1981, a 15 percent increase. It would add 
245,000 recipients, a 10 percent Increase. Program costs would 
contrnue to Increase in subsequent years, to an estimated $5.1 
billion by fiscal year 1984., . ' ^ 

Students from families with Incomes above $15,000 would 
receive approximately one-third of the increased money and 
three-quarters of the additional number of grants. 
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TAaU 8. INCRKMENTAL CHANCfiS IN fiENEKlTS AND RfiClHlKNTS FOR EACH CHANGE TO THE BEOG PRO-. 

. GRAM PROPOSED IN H.R. 5192, BY INCOME GR01H>: B^f^EFlTS IN Mll^LlONS OF 00LUR8, 
RECIPI'ENTS IN THOUSANDS. FISCAL YEAR-. 1981 



Proposed Chuiige 



$0-i^»999 \ 1^,000-29,999 30,000 Total 

Amount^ Percent Amount Percent Amount Percent All Croupe 



I ne reus lug the Minimum 

Award. to $1,980 

Benefits ^ Ikl 

ReclplentH 64 

IncruaBlng the Percent of * 
Costa >y BEObs from 50/1 to 



BenofUs 
Reclpltents. 

ExoLudlug Home ^Equity frdm 
Assessment but Reducing the 
Asset Exclusion to $10,^000 
Benefits ^ 
'^Reclple tits 

V 

Reducing the Assessment Rate 
for Self-Supporting Students 
with Dependent Children to 
10.5 Percent 

Benefits .> 

Recipients 

Increasing the Book Allowance 
from $400 to $600 
Benefits 

Recipients * 



58 
0 



146- 
1!18 



164 
llO 



51 
12 



63 
26 



84 



53 
38 



41 

23 



78 
52 



118 
128 



II 

0 



113 
150 



5) 



224 
361 



14 
10 



30 
52 



16 



41 
48 



57 
74 



22 
44 



25 
53 



17 
45 



/ 
17 



7 
22 



6 
14 



0 

4 ' 



390 
245 



69 ♦ 

0 



276 
313 



395 * 
488 



65 
23 




TE; 



The Incremental changes are Independent effects ^of each change compared to extend- 
ing the current program to fiscal year 1981. The sum of the Independent effects 
Is tiot equal to their combined effect on current policy because of Interaction 
between the various changes that Is not captured when they are examined singly. 
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Students attending higher-cost Institutions would benefit 
disproportionately* With an Increase la the, maximum grant to 
$1,980, 31 percent of t^he additional benefits would go to stu- 
dents attending private Institutions, compared to 26 percent 
under the curre^it program. The proportion, of new reclpi^eats 
attending private schools would be 27 percent compared, to 25 
percent under the current program (see Table 9) . Four-year 
institutions wourd Receive a slightly higher proportion of the 
new funds than they have in the past, and students, attending 
.two-year colleges would receive a slightly smaller proportion 
(see Table 9). Thes^e estimates, based, on tbe current distribu- 
tion of students in various types of ins tltiit ions, do not assume 
any change-^ in the distribution from increasing the grant eligi- 
bility levels. All else being' equal, however, some students 
lulght be expected/ to attend higher cost schools as their finan- 
cial aid increased. „0n the other hand, it is not clear how much 
of any Increase in BEOG awards wpuld result in lower net student 
costs and how much would simply be substituted for nonfederal 
sources of student aid, resulting, in no overall change in net 
costs for students and their families.- 

Increasing the Proportion of College Costs Covered by 
^pOGs . Increasing the percent of college costs that can i be 
covered by BEOGs from 50 to 55 would provide $69 million more, 
in benefits in 1981 (a 3 percent increase). Benefits would 
Increase for students with relatively hlg|^ assessed need whose 
awards currently are^ constrained by the half-co^t provision 
because they attend rela&lv6ly low-coat institutions (that is, 
whef& the student budget is less than $3,600). Nearly all of 
the Increase in benefits (84 percent) would accrue to students 
from families ' with Incomes under $15^000. Furthermore, most of 
the ac^ditional funds (95 percent) would go to students attending 
public schools. Students attending two-year colleges would 
receive 51 percent of the benefits as compared to 26 pertent 
under the current program. 

Again; these estimates dp not allow for ^changes in stu- 
dents* decisions whether or where to attend college, although 
some effects could be expected. For example, loosening the 
half-cost provision would lower the net price of low-cost insti- 
tutions, which could have' two enrollment effects;* it dould 
Induce some lowerrlncome students to attend low-cost rather than 
high-cos t ins 1 1 tu felons , and 1 1 could Induce some lower-income 
stjidents t^ attend college whd otherwise might not continue into 
postsecondary education. 



'I'ABLK -9. , BASIC KDUCATIONAL OPPORTUNITY GRANTS Pr6gRAM: PERCIil*^' DISTRIBUTION 
OF ADDlTfoNAJU BENKFITS AND RECIPIENTS, BY TYPE oip ^ INSTITUTION 
ATTENDED, FOR EACH CHANGE PROPOSED IN H.R. 5 1 92 / COMPARED' TO THE 
CURRENT PROflRAM ." ^' * 



0|>t;j.uii 



Twa-Veap Four-Year Vocational 
Public" Private Collegiate Collegiate- -Technical 



C urrent Program 
".Extendetl to 1981 ' 



Bone f Its 
ReclplouCa 



74 
75 



26 
25 



26 
28 



61 

60 



13 
12 



Inc remetat al Eff ects 
• Qf H.R. 5192 * 



Inicreu.Hlng 

Maximum Grants 

to $1,980 
Bunul Its ' 
Recipients 



69 
73 



31 
27 



17 
24 



70 
65 



13 
U 



Incr^saslng Pro- 
portion of Codta 
Covered Crom 
50i^ to 557. 

Benefits 95 

Recipients 

.Eliminating Home 
Equity and Re- 
ducing Assets 
Kxclustoft of 
$10,000 

Benefits " 76 

Recipients 75 



24 
25 



51 



29 
Jl 



41 8 



63 
60 



Reducing Assess- 
ment on Income 
Cor ''Self-Support- 
ing Students with. 
Children from 40% 
to 10.57. 

Benefits 

Rec Iplentg 



70 
•70 



30 
30 



22 
24 



51 
50 



27 
26 



Increasing the 
Boo^ Allowance 
from $400 to '$600 

Belief I ts 

Rec Iplents 



95 
82 



5 
18 



52' 
18 



42 
76 




Excluding Family Home Equity from the Expected Family Con- 
tribution . H.R. 5192 woul4 exclude all equity In the family 
home from conglderatlon In assesslrtg family flnancliil need; but 
at the same time It would reduce the exclusion for other » more 
liquid, ^asets from $25,000 to $10,000. These two chAnges would 
Increase benefits ly $276 million (an 11 percent Itfcrease). An 
addltl onal 31*3,000 students would receive BEOGs (an increase of 
12 percent)* ' ' 

This change would affect three groups of studepits. First, 
approximately $110 million of the Increased benefits would go to 
recipients whose awards had been reduced because of an expected 
contribution from home equity.^ Second, eligibility would be 
expanded to Irtflude Students who were previously Ineligible 
solely" on the basis of the equity their family had In a home. 
Third, some students/ from famllits with little or no home 
equity but liquid assets In excess of $10,000 would receive 
araaller awards or no awards at all because less of their liquid 
assets woQld be excluded from consideration In determining the 
expecti^d family contribution. For example, a family with no 
home equity but with $20,000 In' other assets would receive $500 
less than under the current program.. On . the other hand, a 
family with reported home equity of $20,000 and $20,000 In other 
assets would receive $250 more. 

The net effect would be to^ distribute slightly less than 
"half of, the Increased benefits to families with Incomes above, 
$15,000. But because families with Incomes above $15,000 have 
more assets, particularly more equity In their homes, their 
average benefit would Increase the most. The average award for 
a student from a-> family with Income under $15,<500 would Increase 
only $5, compared to $17 for students from families with Incomes 
above $15,000. More than 60 p^rc^nt of the new recipients would 
be frora^ families with Incotaes above $15,000. 

Reducing the Expected Contribution from Dlsctetlonary ' 
olnoome for Self-supporting Students with Fan^lles . HJ^. 5192 
would reduce the assessment rate on discretionary Income for 
self-supporting (Independent) students having dependent children 
from 25 percent to 10.5 percent — equal to the present rate for 
faralllea with dependent students. Benefits for such would 



4. Cost estimates from: Charles Pycfe, The Treatment of Home 
Equity, A Note from the College Board (Washington, D.C., 
August 1979). 



Lncfrease $393 million (by 15 percent), and an additional 486,000 
student^ would receive BEOGs (a 19 percent Increase In total 
participation). More than half of the increased benefits (58 
percent) would go to thos^ with Incomes above $l^|iOOO. 

Students attending private Institutions would receive 4 
percent more of the new benefits than under^he icurrent program, 
and 5 percent more of the new recipients would be enrolled in 
private ^schools. Vocat lonal'-technlcal school students would 
receive 14 percent more of the new benefits, ^and 14 percent more m 
of the new recipients would be In the vocational sector: . 

The more liberal treatment of self-supporting students 
^ might encbiitage some additional students to sever parental 
financial ' ^i^s, although the relatively long period of time that 
studont^ must be financially Independent to qualify as self- 
supporting (approximately two years) would discourage them from 
doing 8o only to qualify for Increased flna^nclal aid. 

Increasing the Qost Allowance for Books . Increasing the 
cost allowance for Ibooks from $400 to $600 would Increase bene- 
fits by an additional $65 million In fiscal year 1981, It would 
Increase the number of recipients only slightly, and help only 
students from lower-Income families attenc^ng low-cost Instl tu- 
itions. Because their 'awards currently dre constrained by the 
half-cost limit on BEpG awards, an Increase In the book allow- 
ance would Increase the overall budget, thus raising the half- 
cost limit. ' • 

Adopting the Administration's Proposal, to Raj.8e the Maximum 
Award 




TiRr Administration proposes increasing the maximum BEOG 
from ^1,800 to $l,900. Normally this would increase costs by 
$168 ^llllon^,^ 4^^^^^^ over the costs vOf extending the 

current progtaw^ year 1981. But because the Adminis- 

tration expects to • reduce prograUd fraud and abuse by $80 million 
In 1981, costs ^^11^ Increase by only $88 million over extending 
the current pi^^S^B (see Table 10). On average, awards would 
increase from $959 In 1980 to $996 In 1981, and 28,000 more 
students would receive awards (an Increase of 1 percent) • 
Grants, on average, would continue^ to cover approximately 27 
percent, of recipients' total educational costs. Without the 
Increase,: .the percent of costs covered by basic grallts would 
decline slightly to 26 percent. \ 
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TABLE 10. BASIC BDUCATIONiiL OPPORfJNItY GRANTS PROGRAM: DISTRI^ 
BUNION OF BENEFITS AND RECIPIENTS tN I98I UNDER CURRENT SERVICES 
AND UNDER THE ADMINISTRATION'S PROPOSAL TO RAISE THE MAXIMUM 
AWARD: BENEFITS IN MILLIONS OF DOLLARS* RECIPIENTS IN THOUSANDS 



Parents* Adjusted 
Gross Income 
1980 dollars) 



Current Levedb of 
ServiceAlln 1981 
Amount t^ercent 



Administration* 8 

Proposal 

Amount Percent 



% 










Benefits 


2,186 


85 


2,217 


84 










73 


15.000-29 999 










Benefits 


335 


13 


382 


14 


Recipients 


540 

« 


21 


614 


23 


30,000 + 










Benef itsV 


AO 




5o; 


2 


R^ipientsv 


91 


4 


117 


4 


T^OTAL 










Benefits 


2,561 


loO 


2,649* 


100 


Recipients 


2,325 


100 


2,660 


100 


TT i 

SOURCE: See Table l» 


page 19. 
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Assumes $80 million In s^tvings from reduced fraud and abuse 
anticipated by the AdmlAistration. 



Simplifying the Needs Analysis System 

Simplifying the BEOG needs j^nalysis would make it easier to 
appty^for grants* It would also help potential college students 
to determine in advance how large a grant th^y would likely 
receive If thay decided to continue theit e'ducat|.on beyond high 
school* ^This could be a deciding factor for some young people* 
Adopting a simplified needs analysis ^would have the negative 
dffect of eliminating m^ny of the current checks and balances* 
Sotte students not ^ in need of financial^ asdlstance would qualify 
unller a simplified analysis^ whereas some who ne6d assistance 
would/ not qualify* ' ' ^ t 
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It would be possible to simplify the nejeda analysis system 
to fit virtually any desired budget constraint and distribution 
of benefits. The ptlrae beneficiaries would be students whose 
awards had previously, been reduced by whatever criteria were 
eliminated In the simplified analysis. On the other hand, stu- 
...dents who had benefited from criteria no longer extant would 
lose benefits. . • ■■ 

One option, for example, would be to base grants solely on 
two criteria— family Income' and family size, much 9s the federal 
Income tax system does. This would reduce the length and com- 
plexity of the application process, and make It possible for 
prospective students to determine approximately what size of 
.grant, they could expect to receive. Studies have shown that the 
. proc«8s could be significantly simplified without appreciably 
altering the distribution of benefits. ^ Eliminating assets from 
consideration would Increase the eligibility of farmers and 
•homaowners who currently receive les^ because of the value of 
their assets. Thus, the family contribution from dist^retlonary 
Income would have to be slightly higher than at present to main- 
tain the same program cost. The change would have relatively 
little effect on students whose families have no discretionary 
income to contribute tn the first place. All other ^ families 
without substantial assets would have to contribute slightly 
more. Middle-income familied, who typically own their own 
homes, would benefit the most. This apparent InequityaTTn the 
redistribution of benefits could be remedied by redesigning the 
expected family contribution schedule to Increase progress Jively 
with family discretionary income, much as the federal income tax 
does. 

— * 

Retargeting the BEOG Program on the Most Needy Students through 
Legislation 

r 

Costs could be reduced by retargeting the program on the 
niost needy students. Ope' option would be to reimpose the pre- 
MISAA assessment rates oh discretionary income (20 percent of 



See J.L. Bowman and W.D. Van Durfen, "An Analysis of College 
Scholarship Service Contributions Under Alternative Assump- 
tions: Thqi Effects of Simplification," Prepared for the Col- 
lege Scholashlp Service (1975); and Dwight ftorch. -"Stteam- 
llning Calculations of 'Parents' Contribution Through Step- 
wise Regression Analysis: A Preliminary Investigation," 
Educaljf.ona^ Testing Service (1975). 

! 
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the flrtit: $5,000 of> discretionary income and 30 percent of all 
remaining discretionary income). This would* reduce program 
coBta to $2.1 billiO'n in fiscal year 1981, $444 million lefis 
than under the current program (see Table U). Approximately 
600,000 fewer students would recelv<k benefits. Most^of jthe 
reduction in benefits (64 percent) would ..occur among "students 
from families with incomes above $15,000. 



TABLE 11.^ BASIC ISDUCATIONAL OPPORTUNITY GRANTS PROGRAM, DISTRI- 
BUTION OF BENEFITS AND RECIPIENTS IN FISCAL YEAR/ 1981 
UNDER CURRENT SERVICES AND UNDER A REDUCTION AND 
RETARGETING OF BEOG FUNDING: BENEFITS IN MILLIONS OF 
DOLLARS, RECIPIENTS IN THOUSANDS \ . 



Parents' Adjusted 

Gross Income 
(in 1980 dollars) 



Current Level pf 
Services in 1981 
Amount Percent 



Reduced Assess- 
ment Rates 



Amount Percent 



0'14,999||^ 

Benefits 
ecipients 



2,186 
1,894 



85 
75 



2,026 
1,757 



96 
92 



15,000-29,999 
Benef its 
Recipiehts 



335 
540 



13 
21 



, 89 
155 



4 
8 



30,000 + 



Benefits 
Recipients 



40 
91 



2 
4 



2 
2 



0 
0 



TOTAL 

Benefits 
Recipients 



2,561 
2,525 



lOO 
100 



2,117 
1,914 



100 
100 



SOURCE: See Table 1, page 19, 



31 



Providing Lea» Than Full Pundlnft | 

^ Onb way of cutting the cqata of the BEOG program would be 
to reduce appropriations for It. There la precedence for this: 
the proj»Hm>8 bcfen fully funded in only four of Its elaht 
years. -IWurffever the proi?ram la not fully funded, awards are 
reduced using scheduled reduction f(irmulas provided in the 
authorizing legislation. Two options ^for scheduled reduction 
are examined below: 

o Scheduled reduction as In the current law: 

»^ 

o Scheduled reduction as In H.R. 5192. 

, Scheduled Reduction as In Current Law . Using the aeheduled 
reduction formula In the current law could reduce program costs 
by as much, as $250 million In fiscal year 1981— to $2.3, billion 
#lth a 10 percent idecrease In benefits (see Table 12). The 
formula would reduce the level of most awards but not the*^ number 
of recipients, because It requires that all eligible students 
receive some portion, of their awards. It provides that: 



o All students eligible for entitlements exceeding $1,60^, 
would receive the full amount of the entitlement: 

o All students eligible for entitlement exceeding $1,200 
but not greater than $1,600 would receive 90 percent of 
the entitlement; 

o All students eligible for entitlements exceeding $1,Q00 
but not greater than $1,206 would receive 75 percent of 
the entitlement;, 

o All students eligible for entitlements exceeding $8Q0 
but not greater than $1,0D0 would receive 70 percent of 
the ety:ltleraent; 



All students eligible for entitlements exceeding $600 
but not greater than $800 would receive 65 percent of 
the entitlement; and / 

All students eligible for $600 or less would receive 50 
percent of the entitlement. 
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fABLE 12. BASIC EDUCATIONAL' OPPORtbN^Y GRANTS PROGRAM, DISTRI- 
BUTION OP BfiNEFITS AND liECIPIENTS IN FISCAL YEAR 1981 
UNDEH CURRENT SERVICES AND UNDER REDUCTIONS SCHEDULED 
IN 'CURRENT LAW AND IN tt.R. 5192: BENEFITS IN MILLIONS 
t)R DOLLARS, RECIPIENTS I N^ THOUSANDS 



Parent^ ' 
Adjusted 

Grusif 

Income J! 
(in 1980' 
dol lara) 





Oc^rrent ^evel 
of Serv^ices 



Reductij|9n8 in 
Current Law 



^ , Reductions in 

J^n 1981 Currettt Law H,R, 5192 I / 

AniSi\nt Fercejrr Amount^ Percent^ Amouttt Percent t 



0-14,999 . 
Benefits 
Recipients 


2,186\ 
1,894\ 


85 
75 


2,046 
1,904 


..89 
75 


( :- 

2,412 
1,830 


94 
87 


15,000-29,999 
Benefits 
Recipients 


335 ■. 
540 \ 


13 
21 


• 242 
550 


10 
. 21 


146 
270 


6 

13 


30,000 
Benefits 
Recipients 


40 
91 


■■\ 
i 2 

\" 


23 
91 


1 
4 


3 
.6 


• 0 
0 


TOTAL 

Benefits 
Rec ipients 


2,561 
2,525 


r,oo 
ibo 

■ « \ 

— ^ 


2,311 
2,545 


100 
100 


• 2, $61 
2,108 


100 
100 



SOU.RCE: See Table 1, page ,19, 



A full scheduled reduction w^ld lower awards for approximately 
three-quarters of all re1;ipi^nts; only students^ with the 
grefitest. amount of- assessed financial need would receive their 
full entitlement. Average a*?^rds for students from families 
with incomes under $15,000 would decline approxihiately $80 or 7 
percent. Average awards for students from families with incomes 
above $l5,aOO would decline approximately $179 or 30 percent. 
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Scheduled Reduction as in H.R. 5192 . H.R. 5192 would 
impose a different scheduled reduction formula if <|°ppropriations 
I ^ were insufficient for full funding. This scheduled reduction 

I formula appears to be very effective in protecting benefits for 
1 students with the greatest assessed need. It would protect all 
awards within $200 of the maximum ' eligibility - (proposed at 
•$l,980 in fiscal year 1981). M^ards for all other students 
would be reduced, with the amount of reduction inversely related 
to students' need. The extent to which awards would be reduced 
or eliminated would depend on the budget constraint. For 
example, if H.R. 5192 became law, but only enough funds were 
provided to fund the current program ($2.6 billion), costs would 
have, to be reduced by $1.3 billion, a 34 percent decrease in 
benefits.^ The iriUmber of recipients' from families with incomes 
below $15,000 would decline by 3 percent, but grants for 
students from these families, on average, would be 14 percent 
higher than under the, current program. The number of 
middle-income recipients from families with incomes greater than 
$15,000, however, would decline more than 50 percent from what 
would be provided under the current program and the level of 
benefits wQuld decline, from $375*million to $149 million (a 60 
percent reduction). 




6. 



The scheduled reduction formula incorporated in H.R. 5192, 
%nd also proposed by the Administration would protect all 
awards within $200 of the maximum from any reduction, and 
would reduce all othter awards on a progressively increasing 
reduction rate. The extent'of the reduction formula (slope) 
determines the minimum award level (intercept) that will 
still remain eligible. A 
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CHAPTER IV. STUDENT LOANS— OPTIONS FOR REAQTHORIZATION 



' . • • ■. -t. 

The federal government will s^end approximately $1.9 bil- 
lion this year in subsidising stud^ loans through the Guar- 
anteed Student Loan (GSL) and National Direct Student' Loan 
(NDSL) programs. During 1980, these programs will provide 3 
million loans amounting to more than $5 billion '(more than 60 
percent of all federal student assistahce) . ^ 

* The scope of the loan programs was drastically changed in 
1978, when the Middle Income Sti^dent Assistance Act (MISAA) made 
all students eligible for in-school interest subsidies, under 
the Guaranteed ' Student Loan program — ihcfeasing the eligible 
population by oner-third. Partly as a result of MISAA, in 1979 
participants increased byv 39 percent to 1.5 million students, 
and borrowing by 52 percent to $3.0 billion. 

Unless current trends change, the amount of student landing 
and the federal cost of . the programs will increase substantially 
In future years. , At present, coVts of the Guaranteeck Student 
Loans are not controlled via the federal budget process; the 
federal government is obligated to pay all GSL lenders a special 
allowance for the capital' they provide at below-market interest 
rates to students, al||d the federal government also guaran,tees 
the loans against defaults. 

MAJOR STUDENT LOAN PROGRAMS 

The two major student loan programs are the Guaranteed 
Student Loan program-s and the National Direct Studetit Loan 
program. The Guaranteed Student Loan (GSL) program subsidizes 
student loans that are provided by private and state lenders* 



!• Student assistance in this context refers only to the aid 
provided through the six major student assistance programs 
controlled by* the Office of Education. It ^oes not include 
such programs as Social Security and veteraniB^ educational 
benefits. ' n . 
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An undergraduate Is allowed to apply for up to $2,500 per year, 
though the total outstanding debt may not exceed 67,500. A 
graduate student inay borrow up to $5,000 per year, but no more 
than $15,000 In total. All students enrolled at least half-time 
are eligible to borrol|. The federal government pays lntei?«8t 
charges while the student Is In schfiol and for up to a year 
afterward; .Interest of 7 percent Is- charged to the borrower 
thereafter. Loans are Insured against default by the govern- 
ment, which also pays a' special allowance to lenders on all 
Ipatlia outstanding. To encourage lenders to participate In the 
program, the Student Loan Marketing Association (Sallle Mae) a 
secondary market^ was estaWlshed In 1972 to purchase loans from * 
and provide addltlohal capital to lenders. 

>> 

The National Direct Student Loan prog/am provides low-Inter- 
est loans to students. Eligibility Is based on financial need. 
The participating institution determines the size of the loan, 
but the tfttal debt cannot exceed $5,000 for an undergraduate or 
$10,000 f9r a graduate student. The loan is interest-free to 
the borrower while in school, but accrues Interest at 3 percent 
afterward. ^ . n 

CHOICES IN DESIGNING A STUDENT LOAN POLICY 

The Congress faces, four issues in choosing alternative stu- 
dent loan policies: 

o Who should be eligible for loans; 

o What subsidies should be provided; ^ 

o. Who should provide the loan capital; ^d 

♦ 

o What the repayment provisions should be. 

T^e costs and effects 6f loan programs .depend on the interaction ^ 
of these factors* 

Eligibility Criteria 

In 1981, approximately 11 million students will " be .^llglirle w 
for GSL loans— that is, all students trolled hal^tlme or 



I 
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more ,2 changing th^ rules for ellglbdllty would affect, the 
size and costs-^of the program In several wayst ^ 

S For' example, extending eligibility to all students, thus 
orporatlng students ellrolled less than half-time, would 
Increase the number of eligible students by approximately 2.5 
million. Part-time studjgnts, however, would not borrow as much, 
on the average, as the ^others. Furthermore, private lenders 
might be less willing to lend to them, since smaller loapa yield 
lower special allrowance payments to the lenders, making . it 
difficult for them to rfecoup the coatfu--<yf administering th'es^ 
loans, Thud, increasing eligibMrfty would not necessarily 
increase the participation in the program If lenders were not 
prepared to make more capital available. It might even cause 
present recipients to receive less. 

/ 

Making parents eligible to borrow in, addition to students, 
which is proposed in many options cur rentlj^ being considered, 
would radically increase * the * eligible popijj^ion of borrowers. 
The level of parental borrow'ing, however, ^uld depend greatly 
on other factors, such as the extent"^ of ^ subsidies and the 
availability of capitals For example, as long as students 
receive appreciably greater subsidies than parents, families 
would be expected to borrow through the student program rather 
than through the parent program. 

Restricting • eligibility would clearly reduce participation 
and program costs. One way would b6 to teimpose an income cap 
or needs| test in the GSL program. For example, limiting eligi- 
bility for the in-sch6ol interest-free subsidies to students 
from families with adjusted gross Incotne below $40,000 would 
reduce the total eligible population to approximately 9 mil- 
lion* Eligibility could be reduced even more by imposing a' more 



2. Prior to MISAA, all students enrolled half-time or fliore 
could borrow through the GSL program, but only stucfents 
from families wit|^ adjusted family incomes under $25,000 
(roughly equivalent to adjusted gross Income of $30,000) 
received the in-school interest-free subsidy. In 1978, 8»5 
million students, roughly 80 percent: of all students 
enrolled half-time* or more, were ellgl|>le for GSLs. 



stringent financial needs test. For example, if the Basic 
Bducatit)nal Oppojrtunity Grants needs analysis was used to deter- 
mine eligibility for highly subsidized Idans, as suggested in 
one current legislative proposal, only 3.5 to 4.5 million stu- 
dents would be elj,gible.3 

Eligibility also could be reduced by allowing only students 
in certain sectors of postsecpndary education to receive subsi- 
dized student loans. For example, eliminating students attend- 
ing vocational and technical school, would reduce the eligible 
population by approximately -2 million students. Without loans, 
however, many prospective vocational-technical students would 
find it difficult to finance their education. Another alterna- 
tive would be to restrict elig'ibl-lity to undergraduate students, 
eliminating approximately 1.4' million graduate studenta^ For 
many, however, this would reduce the possibility of remaSfing la 
graduate school. 



Types of Subsidies 

Currently, borrowers benefit from two subsidies. First, 
loans are issued' jat low interest rates; and second, loans bear 
no interest during school enrollment and for a short grace 
period after leaving schools The interest rat«s have at timed 
been below both the federal cost of money and the market rate of 
interest. The 3 percent NDSL rate was slightly less than fed- 
eral borrowing rates during the early years of the program, 
whereas the 7 percent GSL rate was not appreciably different 
from the federal borrowing costs from 1971 to 1978. Currently, 
however, both the 7 ptftcent GSL rate* and 3 percent NDSL rate are 
below the 11 percent rate for federal notes Of comparable 
maturity. They are even farther below commercial loan rates. 
On average the Interest rate subsidy amounts to about 29 percent 
of the original amount borrowed for a GSL loan and 57 percent of 
the amount fot a NDSL loan. Nevertheless, the subsidy is 
unlikely to affect either whether or where a student goes to 

: V 



3. The National Student Loan Reform Act (S. 1600), proposed, by 
Senator Bellmon and Senator Kennedy, would restrict 
eligibility for highly subsidized loans to students with 
financial need as defined by the Basic • Educational 
Opportunity Grants (BEOG) program, . formula for assessing 
students' need. 
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.college^ because It makes little, difference la. >the sizb of 
future^ repayments* The difference, for example, between 3 per- 
cent and 7 percent Interest Is leka than $2. per month In repay- 
ment pn each $1,000 *bor rowed* 

Student borrowers al^d receive a subsidy — about 21 percent 
of the original amount borrowed on a GSL or 9 percent on arj* 
NDSL--beca;use their loans bear no Interest while they are In 
school. This subsidy may have a more direct effect? on behavior 
than the Interest-rate subsidy* Students with copaij^erable 
financial need would find It di^fflcul^to make. Interesti^^ments 
w5lle attending' school* Without the option to defer ' Interest ' 
payments, they would have to, borrow more, or drOp out of school 
or attend a le^s expensive Institution* The subsidy, however, 
may also ' Induce ra4ny students to bc^rrldW* For students from 
higher-Income families, who have no f Inanciaii rteied, the oppor- 
tunity to bbrrow ^t ^zero Interest Is an attriidtlve one* The 
rapid post-MlSAA Increasss* In borrowing suggest that many 
middle^ and upper-Income students have taken advantage of It. ; 

Alternative Sources of Loan Funds i * ^ 

' '~ ^ ' ' . 

The federal government has a choice between funding the 
loans Itself or- paying' someone else to do the lending* In the 
GSL program private and state lendersv and some institutions 
that are established lenders, are paid to provide capital for 
student loand* They receive a^return of 3*5 percent more than 
the bond equivalency fate of the 91-day Treasury Bill. in the^ 
NDSL program, federal funds (referred to as federal capital oon-^ 
trlbutlons) are combined with repayments : to institutional 
revolving loan funds to provide the new loaa capital*' 

Securing, Student Loan Qapltal from Nqnfederal Lenders. 
Paying nonfederal lenders to provide student loaiis la costly, • 
though ntt necessarily- more costly than providing the loa'ns 
directly • throufeh a federal lender. The .federal special 
allowance payment to GpL le-nders Ig fiscal year 1981 "will be 
mpr« than $500 million, nearly one- third more than twa years 
ago. Over the life of a .typical GSL loan Issued In 1981, this 
payment to the lender will amount to approximately $400 for each 
$1,000 borrowed. - V 

This method can have unintended effects both on ^apitaly 
availability and on loan beneficiaries. Because the costs of 
c^lginatlng, servicing, and . collecting a large 1 Jllu|^ are not 



aftpreclab'ly greater tljg^ those for a amaU loan, lenders with a 
limited amount of capital have an incentive to provide larger 
logins tjo ^fewer students. Also, students , with the greatest 
f Inane 1*1 need are probably less able to secure loans fronj 
banks. Although Hecent Increases* ttl^rogram activity suggest 
that this supply problem has probably diminished, it is not 
clear yet whether, the aidltlonal loan capital is being disbursed 
to all students or concentrated primarily on the more attrac- 
tive, higher-Income borrowers, j f 

State' Lending. Some states have .greatly Increased the 
amount of- capita^ available to students from state lenders, who 
are usua.Uy more accessible to students than private lenders. 
rBut in nearly all cases, the federal government incurs a double 
cost for loans provided by states: in addition to the special 
allowance, payments, federal tax revenues are further reduced 
because most state lending is supported by the sale of tax- 
exempt bonds. 

The annual volunje of tax-exempt student loan bonds has in- 
creased dramatically in the last few years and amounted to about- 
20 percent of the annual vplume of guaranteed student loans in 
1979. The 20 states that issue tax-exempt student loan bonds 
earn- sizable returns on the loans, because funds are raised at 
low,' tax-exempt Interest rates ^ile the loans yield t*ie same 
rate as student loans made by private financial institutions.^ 

Federal . Lending . The federal government could provide 
student l(*ns directly, Instead of relying on private lenders. 
If these federal loans were provided as entltlemehts, the 
vagaries surrounding loan capital availability through, private 
lenders would^'^jr^ellralnate'd. On the other hand, as the recent 
funding hlstopy, of the NDSL program shows, loan availability, 
could be quite uncertain If federal lending were subject to 
annual appropriations.^ • Whether, disbursed directly gr through 
poatsecondary Institutions, federal lending^ could more 
.efflcl,ently direct loans toward achieving specific objectives. 

The cos^t of providing loans directly, rather than itUfough 
nonfederal lenders, ^depends on various factors. Including feep 
for originating, servicing, and collecting loans as well as the 



4. For further infOrraatidn, see Congressional Budget Office, 
State Profits on Tax-Exempt Student Loan Bonds; Analysis 
and Options (March 1980). 



40 

Ar 



federal borrowing or opportunity costs. 5- over the full term, 
for example. It would cost 8 pei^ent more to finance a $2,150 
loan (Approximately the average GSL amount projected for 1980) 
through federal lendlM than through paying a nonfederal lender 
to provide-* the loa»|p.6 Larger average loans ,^uld reduce this 
cost discrepancy because It costs no more to service large loans 
through, a federal lender than small ones, whereas with nonfed- 
eral lenders the federal payments Increase proportionately with 
the size of the loans. The converse i» also true— smaller loans 
cost more per dtfllar loan *fhen provfded through "direct federal 
lending. It Is unlikely, however, that private lenders would 
readily provide smaller loans, because they yield very small 
returns. ' 

federal lending would also tend to reduce* the size of an 
average loan by eliminating the perverse Incentive for lending 
more to students than they need. If disbursed through campus 
financial- aid offices, federally provided loans could be incor- 
porated Into students' ^Id packages, thus preventing excessive 
borrowing .and feeping students better informed about thetr over- 
all Indebtedness. Furtherm^e, federal lend^g would ease 
loan consolidation, thus reducing administrative coat? and 
allowing for better financial counseling of borrowers. " 



These estimates assume that federal lending would be 
managed effectively and efficiently. Skeptics, however, point 
to the difficulties experienced at the federal level with other 
student assistance programs. s 



5. This analysis assumes an origination fee of $50 per loan, 
and servicing/collection costs of $12 per yer while students, 
are in school,^ $18 per Vear during the grace period, and $27 
per year while the loan is being rejpaid. All costs are 

« inflated to reflect likely costs in future years. 

6. This cost comparison is based on current CBO economic 
awuraptions (as of March 1980); it assumes that an average^ 
borrower remains in school for two years after receiving a 
loan, is In grace for one year, and repays the loan in seven 
years. The relative costs, however, are quite sensitive to 
changes in the economy. A 1 percent decrease in Che federal 
co^. of borrowing would virtually,, eliminate t^e difference 
in overall financing costs. 
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Repay ment Provlslona 

^ — : — ■ , . . , ■ 

Moat student borrower's repay thi^ir loans, and they do so 
within the, original terms. Currently, approximately 93 percent 
all GSLs that have entered repayment status are either In 
repayment 6r' have been fully paid off. The comparably figure 
for NUSLs" la about 83 percent. Some students default, either 
because they are unwilling or unable to repay or because efforts 
to collect the loans have been Inadequate. Available evidence 
auggesta that inadequate collection efforts by lendera, ».the 
federal government, and educational institutions have be6n, a 
major factor In nonpayment of student loans. Over the last year 
and a half the federal government has greatly Improved its 
efforts. Federal default collections Increased from $16 million 
In 1978 to $41 million In 1979. Nevertheless, net federal costs 
for OSL defaults will still amount to $214 million in fiscal 
year 1980. No similar aystem has been Implemented to collect 
defaulted loans Insured i through state guarantee agencies. In 
the NDSL prbgram the federal government has agreed to collect 
defaulted loans for schools, and has accepted 238,DtKK^ef aulted 
loans from institutions. As yet,' however, the anticipated 
systep for collecting theses loans has not been implemented, so 
relatively .fgw of them (appfllroxlmately 2 percent) have Jwen paid 
off or brought into repayment. 

Ways to Reduce Nonpayment of Loans > Although many of the 
Current problems with program management are beyond legislative 
control, legislation can affect some aspects of it* For 
example, the current mix of student loan programs; in which a 
borrower may have loans from various lenders and undeii; various 
terms, creates confusion for borrowers, ^bunaelora, and> 
lenders. Difficulties would be reduced if all loans wer^' pro- 
vided through a single source. Legislation might also 86ek to 
prevent students from Incurring heavy future debt burdens by 
limiting the amount that can be borrowed or by altering the 
repayment term3. Repayment terms might be adjusted to increase 
the length of repayment, or to make the terms dependent on the 
borrower's ability to pay. 

Both of the current loan programs have limits on the 

amounts that may be 'borrowed, but thiy do r^ot. reckon with the 

different future earning potentials of the borrowers* What may 

1 be an • unreasonable debt burden for one student may not be for 
another. 



Increasing the term for repayment would Increase both the 
amount the borrower has to grepdy and the * cpst to the federal 
government* , The amount to be re)|>aid would increase because the 
principal would be paid Off leas rapidly and greater interest, 
charges would accrue. For example, lengthening the repayment; 
term of a 7 percent Aoaw from 10 to 15 years Increases net' 
re^yraenta from $1,395 to $l,6l8 for each $1,000 borrowed, or by 
lb percent. It Increases fedjaral codts because, If loans are 
provided through private capital, special allowance payments to 
lenders will be greater as the |>rlnclpal Is repaid less 
rapidly. Under the current program, the federal cost for a 15- 
year term loan would fee $864 for each $1,000 borrowed, an 
Increase of $158 (22 percent) over the cost of a lO-year term 
loan.' The cost for loans provided with federal capital would 
also Increase, principally because ^ loans would be serviced for a 
longer periocf. A 15-'year loan would cost the federal government 
$1,011 to service, compared to $583 for a 10-year loan*. 

Another way to reduce the repayment burden would be to tie 
repayment terms to the borrower's ability to pay* Two o'ptlons 
are Income contingent loans and graduated repayment loans* 
Income contingent repayment schemes tie the amount paid to the 
borrower's Income during repayment. Graduated repayment loans'. 
In which payments are low In early years, offer a slmpl^er alter--^ 
native by not Imposing the complexity artd administrative costs 
associated with Income^'contlngent repayment provisions. But in 
keeping 'Initial repayments low, 6ne must be careful not to 
areate excessively high future repayments* Any constantly 
Increasing graduated repayment scheme that appreciably reduces 
Initial repayments must also appreciably Increase future repay- 
ments, while any scheme that holds future repayments to only 
marginal increases will not reduce the initial repayment burden 
by much (see Figure 1)* On the other hand, gradually Increasing 
repayments only dj^rlng the first f ew - years of the loan can 
appreciably, reduce' the Initial burden without imposing a serious 
burden in later years (see Figure 2)* This approach, currently 
used In financing some home mortgages, allows borrowers a few 
yeats in which to bechme established* 

COMPARISON OF 'STUDENT LOAN PROPOSALS 

Several proposals for modifying or extending fexieral 
student loan programs are currently before the Congress* The 
proposals include: 
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Figure 1. 



Effects of Linear Graduated Repayments (with Constant Slope) 
on Annual Payments • ^ 



Aittiiial 
Pnyititiit 




Schedule thit significantly 
reduces initial burden 



Schedule that ensures against 
future burden 



Standard term amortization 
schedule 



Term of Loin 



Figure 2. 



Effect of Graduating Repayments Only in Early Years 
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Schedule with graduated 
repaynient only in early years 

Standard term amortization 
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0 .Continuing the cuKrent programs, unaltered; 

o H.R. 5192, passed by the House of Representatives, which 
Vould expand slightly eligibility for student loans; 

o S. 1870. proposed by Senator Williams', which Is an 
* ada^atl^on of H.R. 5192; ; 

o ^S. 1600, the National Student Loan Reform Act, proposed 
bV Senators Bellmqn and Kennedy, which would retarget 
Xhlghly subsidized loans on students wlt|i measured flnan-^ 
clal need; and 0 

0 S.*. 1840, Introduced on behalf of the .Administration, 
which also would retarget highly subsidized loans |)n 
0 studeats with assessed need. u 

X ^ The -^prqposals vary In their specif IcJ^tlons as to who would 
receive loans, Jhow many loans would be made, and how much they 
would cost.<» (Specific attributes of these proposals are aut- 
lined in Table 13.) Some, including H.R. 5192 and S. 1870, 
would continue or extend the current approach of providing 
iilghly subsidized loans to all students, thus maintaining a 
commitment to enhance the equality of educational opportunity 
and al9<) to reduce the burden for middle- and higher-income stu- 
dents 4 Other proposals^ « such as S« 1600 proposed by Senators 
Bellmon and Kennedy, and S. 1840 proposed by the Administration, 
would focus loaxT*^ subsidies on students with measured financial 
need, thus accentuating the commitment to enha^nce equality pf 
educational .opportunity while diminishing the cdtamitment to 
) reduce the * burden on middle-^ and higher-incom^ students. In 
reducing bene fit^J they would also reduce federal costs. 
♦ 

Cosits and Effects of Maintaining the Current Program 

The two e}^sting programs (GSLs and NDSLs) would provide 
3,0 million loans amountipg to $5.8 billion in fiscal ytiar 1981 
(see Tttable 14). The first-year federal cost of new loans pro- 
vided^ through the ^.progr^ams would be approximately $0.7 billion 
( see Table 15) . Before being fully retired, these loans would 
cost the federal government $2.8 billion in* 1981 dollars, or A8 
percent of the original amount provided. The demand for,» need- 
based loans from lower- and middle-income students would amount 
to approximately $3.1 billion; thus slightly more than hal^ of 
the benefits would go to students who currently qualify as 
haviiig financial need. 
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TABLE 13. ' MAJOR COMPONENTS OF FIVE OPTIONS FOR STUDENT LOAN PROGRAMS 



Program 



Clurrent 
Pro- 
grama 



Eligibility 



H.R. 

5192 



For GSLa, all students 
enrolled half time or 
more* For NDSLs, fi- 
nancially needy stu- 
dents enrolled half 
tirafe^ or more. (Insti- 
tut Ion assesses need* ) 



For student loans » same 
as current pfograms* 
Parents eligible to 
borrow up i to the dif- 
f ereilce between educ^^ 
t tonal costs and avail- 
able gift aid. 



Borrower Subsidies 



Interest forgiven on 
both GSLs and NDSLs 
while students are in 
school or in one-year 
gra^e. GSLs in repay- 
ment beat 7 percent 
interest; NDSLs bear 3 
percent interest . 



Same as current Mo" 
gtams for stunent 
loaits # Parent loans 
would bear 7 percent? 
interest from the date 
o€ disbursement. 



Source of Capital 
and Associated Costs 



For GSLs, capital pro- 
vided by private ^ and 
state lenders. Costs 
include special allow- 
ance payments to lend- 
erd^i and revenue losses 
from sale of rtax^exempt 
state bonds to support 
state lending. 
NDSLs, capital 
vided from revolving 
loan funds , * supple- 

Sented with federal 
^pital contributions^ 



' For 
pro- 



Same As cur rent pro- 
grams tot student 
loans . Parent loa^ 
treated like guaranteed 
studetit loans* 



CBO Assumptions 



2.1 million students 
borrow $5.0 billion irr 
guaranteed loans and 
0.9 million students 
borrow ^O.S billion in 
direct loans. Over- 
all 3.0 million loans 
would provide $5.8 
billion in fiscal year 
1981- 



Same as Current pro- 
grams for participa- 
tion in NDSLs I and 
slight «. increase in 
participation in GSLs. 
81,000 parents borrow 
$237 million in first 
year. Overall, 3.\ 
Dillon loans wouljd 
provide $6.2 billtDn 
in fiscal year 1981. 
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TABLE 13. (Continued) 



% S. 1870 For GSLij, all. students 
an ro Lied in degree 
credit courses* NDSLs 
remain avallal?le, only 
to students enrolled 
half time or more with 
assessed need. Parent 
eligibility the saioe as 
under H.R. 5192. ' 



GSLs and paf ent loans 
the sam^ as in H.R. 
5192. Collectors could 
offer delinquent 9tu^ 
dents art income-^contia-' 
gent loan plan rather 
than the straight 10- 
year repayment sched- 
ule. NDSL interest 
would Increase from 3 
to 7 pe\rcent. 



S. 1600 



ERIC 



In Tier I, students en- 
roTled half time or 
more ^ith assessed need 
could borrow up to the 
level of . their unmet 
need. (Assessed need 
determined from the 
needs apalysis fqrmula 
for BE9GS.) In Tier 
II, students and par- 
ents could borrow up to 
expected family contri- 
bution* 



t 



In Tier I , for underr 
graduate students » in- 
scttodl interest-free 
loans bearing 7 percent 
intei^e^t in vTepaymen^i 
No in-schooj. subsidies 
f o r gradua te students . 
Students ' could opt for 
graduated repayments 
ratheV than straight 
15-year schedule . In 
Tier ' II, borrowers * p^y 
1 percent less than the 
Treasury bill rate from 
the date of . disburse^ 
ment«^ Loa^s to be re^ 
paid within 10 years. . 



Same « as under H.R. 
5192. 



Capital for loans in# 
Tier I provided di- 
rectly by federal gov- 
ernment through federal 
borrowjLng. Adminiatra*^ 
tlve costs include fees 
for loan origination 
and servicing. Capital 
for, Tier II ^till prq- 
vlded through private 
lenders, requiring spe-* 
cial allowance payments 
to lenders. 



Borrowing for GSLs in- 
creases by 250,000 
loans and $200 million 
^^to acccommodate less- 
t ha n- ha 1 f - 1 1 me stu- 
dents. No change In 
borrowing level for 
NDdLS| but increased 
collections in out- 
years from inctease^ 
interest ^barges. 
Overall, 3.4 million 
loans would provide 
$6.4 billion in fiscal 
y^ar 1981. 

In Tier I, 1.8 million 
undergraduates borrow 
$3.1 billion; 160,*000 
graduate students . (a 
decline of 50,000) 
borrovjf $0.5 billion. 
In Tier II, 565,000 
loans amounting to 
$1.78 billion. Over- 
all, 2.5 million loans 
would provide $5.4 
'billion in fiscal year 
1981. 



TABLK. 13. (Continued) 



S- 1840 For bAslc loans, stu- 
dents (other than pro- 
fessional students) en- 
rolled . half time or 
. more with assessed ne^d 
could borrow up to the 
^evel of their ne^d. 
(Assessed need deter- 
mined from Administra- 
tion's proposed single 
needs analysis system 
Including a required 
$700 self-help contri- 
bution by the stu-^ 
dent.) For supplemen- 
tal loans, students and 
parents could borrow up 
to the cost of educa- 
tion minus other finan- 
cial aid. 
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Up to 20 years. Sup- 



years* oup7 
plemental loans would 
have interes^ rate of 
T-bill + 1 prfcetU: (torn 
issuance, though repay- 
ment 'could be,, de- 
ferred . Repayment 
termri up to 20 years. 



BaaJLc loans j would bear 
no int'^est while in 
schbol or in a^ace, but 
would bear 7 percent 
interest during repay- / 
m^nt . Student^ could / 
select repayment terms/ 



Qapital for basic loans 
provided by federal 
government through ap- 
propriations for full 
^capital requirement. 
Administrative costs 
include fees for loan 
origination and servic- 
ing. Capital and sup- 
plemental loans pro- 
vided thr^ugjh private 
lenders, requiting 
special allpwance pay- 
ments of 2.5 percent to 
lenders* , 



For basic loans, in 
1981, 1.1- million 
undergraduatea borrow^ 
"Ing $0.8 billion; 0.1 
milllbn graduate stu- 
dents borrowing $0.3^ 
billion. For supple- 
mental loans, in 1981, 
565,000 family loans 
for $1.8 billion, 
80,000 professional 
students borrowing 
$0.2 billion, and 1.6 
million students bor-^ 
rowing $0.9 billion to 
cover self-help or un- 
me t need . 0 ve ral 1 , 
3.4 million loans 
would provide $3.9 
billion in fiscal year 
1981. ^ 
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TABLE 14. COMPARATIVE DISTRIBUTION OF SUBSipiZED LOAN FUNDS TO 
STUDENTS AND THEIR FAMILIES IN FISCAL YEAR 1981, 
UNDER VARIOUS LEGISLATIVE PROPOSALS! IN THOUSANDS OF 
LOANS AND MILLIONS OF DOLLARS 





Total 
.. Volume 


■ f 

Loan 


Highly 
Sub|idized 


Less Highly 

Subsidized 

Loans 


Amount ' Percent 


Amount Percent 


. Amount 


Percent 


Current Policy 












Loans 


\ 2,979 


100 ' 


2,979 


100 


0 


0 


Dollars 


\^,760 


100 


5,760 ' 


100 


0 


0 


H.R. 5192 














Loans 




100 


3,021 


97 


8i 


3 


Dol lars 

i! 


6,219^^ 


100 


5,982 


96 


237 


4 


S. 1870 1 














Loans 


3,352 


100 


3,271, 


9ft 


81 


2 


Dol lars 


6,419 


100 

\ 


6,182' 


96 


237 


. 4 



If* • 



Loavls .2,495 100, 1,770 71 1V> 

Dollars 5,^60 100 3,100 58 "''^^^'''^^ 



S, 1840 at 
60 percent^ 

Loans 3,445 100 . 1^250 -^^^5^ 2^ 64 

Dollars 3,874 lOO 1>024 74^ 

■ 'V'<r*' ■ . ■• ■ "^'^ 

S. 1840 at . -Jt-^^^^^^^^^^^ 

■ -...100 percent 

Loans v_ 2^.p^rT 10 57 945 . 43 

Dollara.^-><^^ 1,70^ 43 2,250 57 

Lo5^ forgive interest while students are in school are 

^^-^ considered highly subsidized. 

b. To allow comparison with other proposals, estimates have 
been provided for S; 1840 at 60% and ljOO% implementation^. 
A? proppsed, this plan would be phased in over three years, 
with only 60 percent of need met in fiscal year* 1981, 
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JABLK. 15. COMPARATIVE COST ESTIMATES FOR FIVE OPTIONS FOR STUDENT LOAN 'PROGRAMS 

-A- — — ^ ^ ' ■■ ^ ' - ■■■■ ■.. 



Curj^ent " ' * S. 1840 S. 1840 

. Frpgraras 5192 S. 1870 . Sr ^00 . (»^^ (at 100^) 



,.^FItai;-y^r-jco8t of new ' • .|-:.-%.v:^>:^i'-^?;^^^^^ . 

^'i6ta«a provided in fiscal ,.;v:/."- -T^ - -'^ ' * 
yeaV 1981 (in mi lllotte pf 4- . : 

dollars) 703^ 731 *746 522 ^ 1.162 1,832 

Full- terra coat of new . |, 

loand provided in fiscal . ^ • 

year 1981 (In millions of % * . " , " « 

1981 dollars) . 2,778 v 2,'864 2,962 2,353 - 1.315 



a. To allow comparison with other proposals, Estimates have .been provided for S. 1840 at 
60% and 100% implementation. Aa proposed, this ,plan w«uld be phased in over three, 
yeartf, with on^ 60 percent of need itaet in fiscal, year 1981'. 



■ 'Tf .• ' . . . • V - 

H^R^, S192 aa Passed by the House of Representatives 

H.R. 5192 would expand eligibility for GSLs to parents at a 
les^ subsidized rate than that for students* It would also 
increase the overall loan llmi^s^ and change the administrative 
V process in order to reduce defaults. The {>IDSL program WQuld not 

be changed s-ignif icantly • ' - ^ ' 

This package of loans (GSLs> parent loans, and NDSLs) Would 
p!;ovide'3.1 rnillion borrowers with $6.2 billion In fiscal^year 
1981. The first year federal cost of these loans would be 
approximately equal to the cost under current prjograms. The 
long--term costs of the loans provided in 1981 would be $2.9 bll- ^ 
lion, or 46 percent of the^ original amount borrowed. 

.These estimates fte based on the assumption that most fami- 
lies would act as a unit and use the least cost4.y loan program 
' available. Families, therefore, would be more likely to have 
their students borrow money that bears no interest while the 
student is in school, than to have parents borrow money that 
bears 7 percent interest immediately. . As a result, there would 
be relatively low demand for parental loans. Most parentalvbor- 
rowing would occur among middle- and higher-Income families with 
children attending higher-cost instl^tutlons. * 

S. 1870, Introduced by Senator wAliams L ^ 

^ — : ' ' ' ' — 53 — ^. , ^ ' 

This proppsal adapts H.R. 5192 by extending eligibility to. 
student^ enrolled * le^s than half time and by increasing the 
Interes^t pn NDSLs from 3 percent, to 7 percent. This loan pack- 
^ , agfe would i^fcoyid^ 3.4 million students with $6.4 billion in 
loans in fiscal .|fear 1981. The first-year federal cost would be 
V $0,7 billion. The l6ng-term cost; of ^the proposal 'is $100 qjil- 
lion higher than the cost 6i *the Uouse bill, because tfie 
increased costs for" providing benefi^ts* to less-than-half-time 
students are not quite offset by . increased NDSL collections 
^ resulting from the higher interest charges. 



^'Increasing eligibility /to students^nrolled less than half 
time would not appr^cinbly increase overall lending or program 
costs* If these students partic^'pate at the same rate as other 
students, the total guaranteed student loan volume is proJecteU 
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to Increase by only 4 percent. But because the costs of adralnl*- 
aterlng these relatively small loaiis would lower lenders' pro- 
fits, less-than-half-tlme students might find it difficult to* 
secure loans. 

S. 1600, The National Student Loan Reform Act, Introduced p y 
Senators Bellmon and Kennedy v_ 

" ■ ^ • V m 

S. 1600 would considerably alter the stiructure of. .the stu- 
dent loan program. It would (\) target highly subsidized loans 
on needy students, (2) provide less highly subsidized loans t« 
students and famil^o witliout assessed financial need, and (J) 
shift oew, need-based student loans ' from private lenders to a 
,federai lender. In fiscal year 1981 this program, if fully 
operational, wouW provide 2.5 million loans' amounting to $5.4 
billion. The federal cost in' fiscal year 1981 would be $0.5 
billion. The residual costs" resultirfg^ from GSLs and NDSLs made 
in prior years would be appreciably less than under the pre- 
viously discussed options because repayments from the o^^ NDSL 
program would be available to reduce budget costs. Over the 
life of the' loans .provided in fiscal year 1981 under S. 1600, 
federal costs would amount to $2.4 billion, or 44 percent of 
the original amount borrowed. 

S. 1600 would provide slightly fewer loans and dollars tkan 
the previously discussed options. Compared to the curretvt pro- 
ffTams, savings in. federal costs could be appreciable in the 
early years. In the first year, it wpuld reduce federal costs 
(budget authority) by $0.5 billion below the current programs, 
with savings increasing to more "than $1 billion a year by 1985^ 
(see Table 16)., In later years, while still less expensive than 
the current programs, the savings would not.be as- great because 
S.. 1600 allows more time for repayment, thus continuing the 
Interest subsidy- for a much longer period. 

""^ The pattern of borrowing would be quite *different under 
this plan tha<i it is uncler current programs. Abotjt 40 percent 
of the amount borrowed woiild be in the less .highly subsidized 
parental borrowing componerft of the plan,' a much higher level of 
presumed parental borrowing thaw . under' either H.R. 5192 or S. 

1870. • . ' ' 

A. ■ . . ■ ■ ■ ■ 



52 



TABLE 16. FIVE-YEAR ICOST PROJECTIONS OP FIVE STUDENT LOAN PRO- 
POSALS; IN BILLIONS OF DOLLARS^ 



lUfll, ' 

•i 

,1 






O 1 O *1 A 

S» 18/0 


S« 1600 


S. 1840 


19H1 


• 

^ • u 




I* I 


1.5 


■ 2.1 


1982 


2.4 


' 2-^ 


2-4 


1.4 


2.2 


1983 




0 ft 


Z • O 


1 .U 




1984 


2.8 


2.9 


2.9 


' 1.2 


2.0 


1985 


2-8 . 


2.8 

6 


2.9 


1.4 


2.0 


Five-*Yeur 




li 

13.'0 


13.2 


6.5 


10.5,. 


Totfal 












NOTK : Rows 
9f 


may not sura 


to totals 


because of rounding. 
6 





a. Includes direct expenditures for new loans and prior-year 
coraniltraents for GSL and NDSL loans; does not^^ Include tax 
t?x^^endltures from sale of tax-exerapt bonds to finance state 
lending. 



S. 1840, the Adralnlstrj|tlon*s Proj^osal 

Xho Adralnlstratlon's proposal, ranch like S. 1600, , would 
significantly^ altar the structure of student loans. It too 
would (1) target highly subsidized loans on needy undergraduate 
students, (2) provide less highly , subsidized loans to students 
•and farailiea without assessed financial need and to graduate 
students, artrf (3) shift new, need-based student loans from i)ri- 
vate lenders to^a federal lender . It differs from S. 1600 by 
(1) iraposing a more rigoro\is measure of ^financial need (requir- 
students ^to contribute at least $700 toward their educa- 
tions), (2) excluding only graduat,fi students studying business, 
law, or raedlclne from, eligibility for highly subsidized loans, 
(3) requiring that all' capital and adrainistration costs be. pro- 
vided through direct , approprirftiona, and (A) increasing the 
Interest rate on less highly subsidized loans. The Adrainistra- 
tion proposes phasing in the need-based loan program over three 



yeara; students would recelve-60 percent of their loan entitle- 
ment In 1981, 80 percent in 1982, and 100 percent thereafter • 
In fiscal year 1981, this . would provide 3»4 . million loans to 
students and their families amounting to $3*9 billion. The fed- 
eral cost la fiscal year 1981 would be $2,1 billion^ This 
first-year cost, however, can be misleading when compared with 
the first-year costs o^ other proposals ^ Funding totally 
through direct appropriations, rather than deferring costs 
through long-term commitments to lenders or through federal bor- 
rowing, creates very high initial costs until , future repayments 
start ^o offset new capitAl requirements ♦ 

Assuming borrowers received 100 percent"^ of their entitle- 
ment instead of the reduced amounts implied by the scheduled 
phase-in, the federal cost for s\ 1840 over, the life of all 
loans provided in a year (in 1981 dollars); would bfe $1,315 mil- 
lion, or 33 percent of the original amount borrowed ♦ 

This proposal would 'provide appreciably fewer loans and 
dollars than any of the other proposals because of the more rig- 
orous 'needs test, the restrictibns on eligibility, and the 
limited availability of Voans during the phase-in. Federal out- 
lays would be .relatively high in early years., but would "diminish 
significantly in future years as repayments began to offset new 
capital requirements, ' . . 

This proposal would have a unique effect on" the distribu- 
tion! of loans. During the two-year phase-in, many students* bor-- 
^rowing basic loans ^also wouJ.d need to borrow 8uppl^mental loans 
to meet the balance of their assessed financial need,. Even 
after the transitional phase-in, however, 57 percent of the loan 
volume would be provided through the less highly ^subsidized com-, 
ponent of the loan program, proportionally more than in any of 
the- other alternatives,- - 



CHAPTER V. EFFORTS TO REMOVE NONFINANC'IAL IMPEDIMENTS TO EQUAL 
EDUCATIONAL OPPORTUNITY 



Pour federal programs focu,s on nonflnanclal barriers that 
may Impede disadvantaged students' educational progress. They 
appear to have been successful In encouraging some disadvantaged 
y^ung people to continue their education beyond high . schoo^. 

THE SPECIAL PROGRAMS FOR THE DISADVANTAGfeP 

The four Special Programs for Students from Disadvantaged 
Backgrounds — Upward Bound, Talent Search, Special Services to 
Disadvantaged Students, and Educatlbnal Opportunity Centers — 
vary In scope and funding (see Table Created as subpart 4 

of Title IV of the Higher Education Ac^of 1965, these programs 
were Intended to Identify and assist people from low-Income 
backgrounds who might benefit from continuing their education 
and to provide special services for those who ultimately enroll 
In post secondary education. 

Upward Bound , ^ 

Through grants to postsecondary Institutions (primarily 
four-year colleges and universities), Upward, riound provides 
promising low-Income high school students with services designed 
to develop the academic skills and motivation necessary for 
success In education beyond high school. 

Fiscal year 1980 funding for ^Upward Bound Is $63 million. 
In 1978, 37,000 students were provlied Upward Bound services. 
About 80 percent of the participants have ' been minority stu- 
dents^ In the past, and nearly two-thirds have come from families 
with Incomers below the poverty level. 

Most students participate In the Upward Bound program for 
two or three years during high schools In general, they receive 
counseling and support during^ ^^e regular ; school year* In 
summer most pf them reside at the sponsoring Institutions, where 
they receive more intensive college preparatory Instruction and 
counseling. These servlcjjs are designed not.; only to prepare 



TABLIfi 17. SCOPt: AND FUNDING OF SPECIAL PROG'rAMS FOR DISADVANTAGED STUDENTS^ FISCAL YEARS 
1979-1980 V 



• 






Appropriations^ 


> 

i 

Program 


■ 

Target Population ^ 


1979 


1980 


- 1981 
iturrenc rro 
gram Levels'' 


Talent Search . ^ 


Disadvantaged youth 

no longer In school ^ 


15.3 


15.3 


17.0 


Upward Bound 


Disadvantaged high 
dchool students 


60.9 


62.5 


69.3 


Special Services for 
Disadvantaged Students 


Disadvantaged post** 
secondary students 


55.3 > 


60.0 


66.5 


Educational Opportunity 
Centers 


Residents of locali- 
ties with htgh cotlcen- 
*trations of disadvan- 
taged youth and ad^lts 

// 

/, 


6.5 , 


7.7 


8.5 

% ■ 

• 



a. The Special Programs currently are authorized to spend $200 ralllion. | Total 
appropriations in fiscal year 1980 are ^145.5 million (not including $2 million for 

^ staff training). . * 

b. Current pr6gram level estlgjates reflects funding require^ to maintain the same level 
of services provided In fiscal year 1980. ^ . 



thpm acaderalcallyi. cultural ly,i and socially for pastaecondary 
education, but also to motivate them tq continue their educa- 
tion. 



Talent Search i; 

Through grants primarily to public and private service agen- 
cies (although, educational Institutions are also eligible), the 
Talent Search program supports projects to Identify financially 
or culturally disadvantaged youth who would benefit from post- 
secondary education but are no longer In school. The' various 
projects provide supportive services designed to encourage them 
to continue* their education. In the past, most projects concen- 
trated on counseling and advising. More recently, however, many 
projects have expanded their scope to Include tutoring and 
special classes. 

Funding for Talent Search In fiscal year 1980 Is $15 mil- 
lion. More than 186,000 people participated In 1978, and about 
80 percent of the participants were from minority groups. 

♦ 

V 

Special Services. for :Dlsadvantaged Students 

This program awards grants to' postsecondary Institutions 
that provide remedial help to disadvantaged students enrolled In 
the instltud|ons. Students receiving the services must come 
from a deprived educational, cultural, or" economic background, 
be physically handicapped, or have limited . English-speaking 
ability* The Intent pf the program Is to Increase the post- 
secondary retention and graduation of disadvantaged yojith with 
academic potential. 

t * - • 

Fiscal year. 1980 funding for the Special Services, program 
is $60 millionj which should allow the program to serve approxi- 
mately 150,000 students this year. 

Educational Opportunity Centers 

„ Sharing costs with local governments, . this program tstab- 
llahes centers at postsecondary institutions or private or 
public service age]|^cles to serve disadvantaged localities. They 
are available t© youth and adults from all spheres of the 
community. The prqjects provide counseling ftnd assistance in 



securing adralsalon, financial aid, and tutoring from post- 
secondaiTy Institutions* 

Fiscal year ' 1980 funding for the Educational"* Opportunity 
Centers Is $8 million^ in 1978, more than 85,000 people were 
Served by the cjenters,j and more than half were minority group 
members* 1 

ACCOMPLISHMENTS OF THE PROGRAMS * ^ 

Although' the Special Programs for the Disadvantaged have 
Operated for nearly 15 years, little Is known about the extent 
to which they accomplish their mission. With the exception of 
Upward Bound, the Special Programs have not been rigorously 
evaluated; 



age^ 



The Upward Bound program appears to encourage- some students 
to continue their education beyond high school and to remain ^.n 
post secondary education once they do enroll ♦ It does not, how- 
ever^ appear to ImproVe the pos tsecondary academic performance 
of participants* 

While Upward Bound participants are no more- likely to grad- 
uate from high school than similar students not participating Ln 
the program,^ they are more likely to attend college* On 
average, they remain In college longer* Ninety-one percent of 
the Upward Bound high school graduates continued Into post- 
s^econdary education, compared to 72 percent of similar noa*^ 
Upward Bound hl^h school graduates* Upward Bound students ar^e 
also more likely to attend four-year . Ins tltutlons than similar 
students noC involved In the program* In part, this Is because^ 
a majority of the Upward Bound studerits who go to college (53\ 



_ — — V ^ 

1* Approximately 70 percent of both the Upward Bound studet^s 
and similar students not In the program completed high 
school within three years from tenth grade entry, although 
more than 95 percent of bbth groups completed high school or 
Its equivalent by 1979, which was six years after the 
Initial . survey. ' See: G*J. Burkheimer, J. A., Riccobono, 
J.M. Wlsenbaker, Evalui||t:lon Study of the Upward Bound 
^ Program; A Second Follow-up * Prepared for the Office of 
Evaluation and Dissemination, U*St Office of Education, by 
the Center for Education Research and Evaluation, M^earch 
Triangle Institute, November|^1979. 
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perceat) Enroll In the postsecondary instltutloa that sponsored 
their Upward Bound experience, and most^of the sponsoring Insti^ 
tutlons are four-year colleges or universities* 

Upward Bound students tend to remain in college longer than 
similar non-program students^ although this is principally 
because they are inore likely to attend four^year Institutions* 
Although there are not enough data yet to indicate whether 
Upward Bound participants are moN^^^JJjcely to graduate from 
college or pursue graduate education, they do aspire to higher 
levels of education than similar students not In the program* 

These dl f ferences In attendance patterns, however, may not 
be fully attributable to the" program* Tlfe differences may 
result from intervening conditions. For example, the differ- 
ences noted In the evaluation could have occurred because of 
unique conditions that led to the selection of program partlcl- 
i>ants rather than because of what the program Itself accom- 
plished. ^ 

Desplti5 the Increase in postsecondary enrollment and per- 
sistence , the academic component of the Upward Bound program 
does not appear to have Improved participants* postsecondary 
academic performance. In general, students from lower-Income 
families perform below the mean of all college students, and 
this Is no different for Upward Bound students* In fact, those 
who have participated In the program haVe sllghtlyl lower college 



2. If projects recruit students who already are n\ore likely to 
go to college^ or^lf high school students who ^^e Interested 
In going to college seek out Upward Bound projects, *then 
program participants will almost certainly be more likely to 
attend college. On the other hand. If projects select stu- 
dents who, on average, are less likely to continue their 
education, then program participants will be less likely to 
attend college* The Upward Bound evaluation study selected 
the group of students to compare to program participants 
from within the same schools attended by program partici- 
pants. This makes It difficult, within the study, to con-* 
trol for possible bias resulting from selection of program 
participants* If the comparison group(d) had been selected 
from high schools that did not host Upward Bound, the pre- 
selection bias could have been reduced, but an even more 
serious potential bias resulting from between-schofl* dlffer- 
encen would have been Introduced ♦ /ktr 



59 



/ 
I 



grades and earn slightly few©r credits per term, all else being 
equal, than sitallar p08tsec9ndary, students who have not. 

/ . 'I ■ ' • , ^ 

^ Coats of Upward Bound . The costs of Upward B<^und projects 
varied from $70p" to $2,900 per student in fiysc<|i^ear 1979, On 
average, costs ' per student in 1979 were /$ 1,662. Thus, on 
average. If would' cost approximately $3,3o6 to serve a student 
for two years, or $5,000 for three years. But most of these 
youth (about 72 percent) would have continued their education 
whether they participated in Up^^rd Bound or not. Therefore, 
the cost of inducing students to attend postsecondary education 
Is much higher than, the- average amount spent on the program per 
student. - Of 



OPTIONS FOR ALTERING THE SPECIAL PROGRAMS FOR THE DISADVANTAGED 
Three types of options are examined below: 

o Maintaining the current level of services in ^ the 
programs; 

o Expanding the programs to reach a larger portion of the 
target population; or 

o Chang,^ the focus of the programs. 

Maintalaing the Current XevelTof ~Servl ce7 ' ' 

'■ ^ ^ 
To maintain the same quantity and quality of services in 
the Special Programs would k^equire $161 million in fiscal year 
1981, an increase of 10.9 perWt over the level of funding pro- 
vided for 1980. J While this would assure the same level of 
services in Talent Search, Special Services, and Equal Opportun- 
ity Centers, the ladk of adequate program evaluations makes it 
difficult to estimate what Impact this would have on the 
behavior of program participants. Effects, however, can be 
estimated for Upward Bound. If maintained at its current level 
of services, 37,000 students would receive benefits, of which 
approximately .32,000 would attend college J. Nearlyyfa^, 700 of 
^ ^ % ■ « ' . ' 

3. The 10. ^ percent increase reflects CBO's estimate of 'tWe 
increase in the higher education price index from 1980 to 
1981. 
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these students probably would not have gone to college without 
Upwai^d Bound. 
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Expanding^ Programs to Reach a Larger Portion of the Target Pop- 
ulation 

Although in each of the Special Programs the potential tar-* 
get population of youth greatly exceeds the number currently 
being served^ each, program varies In its ability to expand 
because df the potential supply of providers. 

Upward Bound . Tht prime arguments for expanding Upward 
Bound are that the program appears to help some disadvantaged 
youth attain higher levels of education » and that at present the 
program reaches only a small portion of high school students 
from low-income families. The number of those not served by 
Upward Bound, however, does not indicate how many could 
potentially benefit from it. Not all students from low-Income 
families have the academic skills essential to higher 
education. Many others are already doing well academically, and 
need no further motivation to remain in school or to continue 
their education beyond high school. Nevertheless, many iiore 
could probably benefit from participating In Upwo^rd Bound. Two 
ways' in which the program could be expa^^ed are: 

d Increasing the Wmber of projects; and 

o. Increasing the size of existing projects. 

I Based, on the current number of requests, llpward Bound could 
bf expanded by 25^ to 50 percent by funding additional projects. 
Thk number of project proposals increased nearly 20 percent from 
19/8 to 1979, and only 16 percent (35 oiit; of 223) of the 
requests were funded. <> While some were rejected ..because they 
failed to meet program requirements, a number were not funded 
simply because of a lack of funds. Furthermore, the awareness 
that only limited funds were available quite likely dissuaded 
other prospective qualified sponsors from submitting proposals. 

- /The program could also be expanded by relaxing requirements 
for ifponsoring instltutiont , or increasing the size of existing 
projects. For example, the summer rWs^dejicy requirement could 
be reduced or eliminated so* that more two-year community col-'> 
leges would qualify as sponsors. But 'eliminating the summer I 
residential component, which provides the O^ply intensive 



opportunity to change the studente' living environment, could 
eerlously erode program effectiveness* 

^ Current projects could also be expanded to reach more stu-* 
dents* If existing sponsors were funded at the level requested 
they could serve approximately 10 pfrcent more students/ 

Talent Search . Talent Search is funded at $15 millipn in 
fiscal 1980. In 1978 the program provided services to less than 
5 percent of the ^4 million^ 14- to 27-year-pld people In poverty 
who were not enrolled in school* Only about 30 percent of new 
project proposals weVre funded in fiscal year 1978, suggesting 
that the program could expand quite significantly without 
exhausting the current supply of prospective providers* While 
not all Df the unfunded proposals were rejected because of a 
lack of funds (some of them presented unacceptable platna), if 
the rejection rate could be cut in half the numbeir of^ projects 
would lnj|r|ase by 23 percent* Current projepts might also be 
expanded* 

Special Services for the Disadvantaged * The Special Ser- 
vices progra^nEunded^ year I980; prob- 
ably could be expanded quite significantly without exhausting 
the potential either of program participants or of sponsoring 
postsecondary institutions* The demand for these services, as 
measured by the number of proposals from prospective new spon- 
soring instlt^tlDn^^ has grown rapidly since Section 504 of the 
Rehabilitation Act required that all postsecondary, institutions 
providing federal, student assistance also assure equal Access 
and educational opportunity for handicapped students* What is 
not known, however/ is whether expahdlrijg the program will in- 
crease the lev^l of services* for disadvantaged and handicapped 
students or simply substitute federal func^s for institutional 
funds already being provided* \ 

Educational Opportunity Centers * The EOC program, funded 
at $8 million in fiscal year 1980, would probably have no 
difficulty finding additional qualified 'Sponsors* in 1978, less 
than 20 percent of all new requests received funding* . 



Chang^lng the Focus of Programs 

One possible redirection of special service program^^ Is 
currently being developed by the Office of Education (OE) \nd 4 
the Department of Labor (DOL), OE and DOL are cooperating in da 



experiment to combine Upward Bound and CETA; ten Joint projects 
have been eatabllshed. Incorporating * a work component into 
Upward Bound would address two laVuesV First, It could help 
prepare participants for the world of* work, and Integrate their 
educational aspirations with- preparation .for a cateer. Second, 
a work component would provide participants wlth-ft modest Incpme 
that would alleviate some financial hard'shlp and mitigate ,^o 
some extent, the conflict with alternative opportunities that 
many program participants currently face.^ A wcrk component In 
Upward Bound could focus on summer . emplioyment, part-time eAploy- 
menc while youth are In school, or both. Including a summer, 
work component would Increase annual per capita costs by approx- 
imately $400^5 whereas an In-school component would increase* 
per capita costs by $1,100.^ 

Another option would-W^to experiment openly with, ways to 
reduqe Impediments to equal educational ppportunltV. Hew inter- 
vention strategies^' such as proyldlng more infbrmation and 
motivational support to students eaf iier.: in their secondary 
eAucdtlon, or guaranteeing future financial aid, could be-,estab.- 
Ushe^ as experiments. Far too little currently is known about 
"how to encourdge disadvantaged youth to continue their educa- 
tion, and an experimental approach wou^ld provide a useful guide 
for future policy. - ' ^ 



■ L_ \ > 

A. In some areas, the U'pward Bound program has found it diffi- 
cult to compete with federal youth employment programs 
- because the youth prefer to earn money rat]i«^r . than attend 
summer school. Two current CETA programs, the Summer Youth 
Employment Program (SYEP) and the Youth Incentive Entitle- 
ment Pilot Projects (YIEPP), focus on students similar to 
those in Upward Bound. SYEP provides summer jobs to low- 
Incbrae youth. •While SYEP jobs provide an income, they do 
little for Increasing participants' fu^iure employability . 
YIEPP, on the other hand. Induces youth to remain in school 
by guaranteeing them part-time employment during the school 
term and full-time employment during the summers. 

5. Assumes 15 hours per week employment for 8 weeks at the 
minimum wage. 
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Sssumes 10 hours per week for 36 weeks at the minimum wage. 



CHAPTER Vt;"'0VEHAi;L - BUDGET IMpUCATIONS OF FUTIMIE FEDERAL 
' , . t*OL,ICY FOR. STUDENT ASS t$JANC& 



Alt4iough 3hl8 papet has approached each type of fedet^l 
student assistance separately, the variouB prograyns do not work 
independently— each affects the, afeheri'. . ?0t'- Simple, a decrease 
in the level of Basic Grant awards will result in ijicreased de- 
mand for student Itfans- . The prpgraraa-r' also coiapete with one 
another for «cance* budget reseutfcea: within a "constrained budget 
ejxv^lronment, resd^^rcesiiaed for one program af& riot ava^ilable 
for others. Although many budget strategies exist, four are 
likely'to receive extensive Congressional attention: . - 

o Maintaining currant programs; 

o Adopting the Administration's reauthorization proposal-; 

o Implementing H.R- 5192; 

o Reducing fundi pg for student assistance. 

♦ ■ " ■ • - 

. MAINTAINING SERVICE LEVELS FOR MAJQR STUDENTltASSlSTANGE PROGRAMS 

, If current student a8^s\tan6e policies were to be main- 
tained in 1981, benefits vrould">i;£rea8e overall by 8 percent, 
whereas the. number of recipients would decline by 1 perpe^t (see 
Table 18). The largest increase wduld occur in the GSt program, 
Vhich continues to grqj* rapidly under the policy of extending 
in-8Chool interest-free loans to all studenta through MISAA. ^ 

Overall^ federal funding would increase only 5 perqent.. i-- 

^ ..... . ._, ..■ ^ ■ 

, Sustaining the. cuYrent level of service^ would maintain the 
dual focus of student ass israuce policy established by the 
Middle Income Student Assistance Act of 1978. Although it is 
not clear what pbrtioii' of the total furids jwoul<^. be focused on 
promoting equality of educational ^ppoinEl^ 
sjiudenti, and what portion^woaXd be focused^OT jfeducln^ 
burden of college costs^iftr middle-income students and their 
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TABl.F. IH. KW)KHAl. KUNUlNc;, BKNKKtTS AND H^CIPIKNTS'okIiAJOK STUUBNf ASSISTANCK PR0GKAH3 
IK CimKENT I.KVKI. uK SKKVICliS' Is HAINTAINKI) " IN L9tfl:- KUNOS AND BKNBKITS IN 
MILLIONS OK LK)IJ.AKS, HKCUHKNTl/ IN |H0USANU8 ' . . ■ , 

t " I, * 

l^-ojiramrt ■ ^ " ^, ,1980 , " 1981 



BKOGa 

KuiullnK 

Bene f 1 1 n 

HtMU't 1 Lu 



2,612 



3/0 

;o 

62) 



2,^)61 
2,561 
2,525 



410 
AlO 
623 



Kvuul I iig 
Rue IpLunlt) , 
CWS * 

Roi'lplenlH 

Benot LtH ' 

■ Roi' Jplentrt^ » 

NTiSl.H . 

■ Kmullng 
B*;uvtlt8 

Roc IpltMltH 




77 
154 

3y7 



550 
6(JA 
990 



1,609 
/ 4,500 
2,079 



301 
679 



9L4 



85 
171 
307 



6L0 
670 
990 

1,690 
4,995 
2,079 



^^334 

753 
914 



rOTAL STKIl^NT ASSISTANCK'* 
■ KumlluK 

BtMll»fLtH 
Rod pltMlLH' 

S.poclaL Programs (funding) 
for Lh*» Df Bail van tagttd 



5,43L 
8,831 
7.545b 



L46 



5,^90 

9,560«- 

7,438t> 



161 



N^TK: AsHufnoH full funding of the BKOG program of an $1800 maximum award in 1980 and 
1981, which will roqulre a supplemental appropr lat 1^ of .$^92 mil lion for fiscal 
yoar 1980. Also aoHumea a aupplemontal of $649 million for GSLo la fiscal year 
1980. ' " ' 

^ StudtMit, arialHtance In tltia coitLoxt refera only to tlio aid provided through tho six' 
major atndent aaslatnnce programs within tlio Office of Kducatlon* 



b. Ouplicatod cotmt, ttms not oquiva lent^jro tin? number of students receiving benefits* 

' i tft^ of ' 



Many atndehta receive two or more 



federal student aid* 



fanlllea,^ it appears that the , emphasis would shlfit sllgHtly I 
away from helping lower-incotoe students and toward' helping I 
middle- aad hlgh«r-lncorae students. Grant aid- would 'ecllne by 4 
2 percentage points to 33 perceat-^f \he benefits.. This slight 
shift In emphasis from grant to delfr-help would result from 
growth In the GSL program— gtowth that* would b« expected . to 
occur principally amoaj^ students from middle- and hlghef Tlncome 
families. .V>v .... . * » 

■'" * ' 

Totalf'^Agts for student assistance would Increase only^S 
percent fr.qft^^ fiscal year 1980, principally because BEOG and GSL 
program costs would change very little. (Currently projected 
declines In Interest rates, upon which the special allowance 
payments to lenders are based, Wpuld .offset the effect of 
Increased- GSL borrowing.) The phenomenon of steady costs In' 
spite of Increased lending? however, w«uld.be short^^llved. From 
fiscal year 1981 to fiscal year 1982, federal" 6<>^ti3 are pro- 
jected to Increase by 19 percent If the current G^f program Is 
continued. • • . 

Suppart for the Special Programs for the Disadvantaged 
would Increase by nearly 11 percent because of Inflation, but 
vould remain low compared to student, financial assistance. 

ADOPTING ^ THE ADMlNtSTRATlON'^S REAUT HORIZATION AND BUDGET .PRd- 

PQSALS ' " \ " ; — ^ 

, If fhe Administration's reauthorization and budget pro- 
p\)sals' were adopted and S«lly, funded In fiscal year 1981, bene- 
fits would decline .by 20 percent, the total number of awards 
would Increase by 8 percent, and federal funding would Increase 
by 2 percent -(see Table 19). A nujnber of factors contribute to 
this unusual relationship between benefits, recipients, and fed- 
eral funding requirements. 

The Administration's proposal to Increase the maximum grant 
to $1,900 would Increase sllgh.t^y both the amount of benefits 



U Acadeinlc year ^9^-1980 I's the first year In .which MISAA 

been fully In effect. No data are yet available to Indicate 
how students, families, and college financial aid officers 
'^have reacted.' *• . ' 
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TABLK 19. FKDKkAL- FUNDING, BKNKFITS, AND RKCIPIENTS OF MAJOR STUUBNT AS8I8- 
TANCK PROCiRAMS IN FISCAL YKAR 1981 IF ADMINISTRATION'S REAUTHORIZA- 
» TION PROPOSAL IS ADOPTED; FUNDS AND B«WKFIT9 IN MILLIONS OF DOLLARS, 
RK^UPIKNTS IN THOUSNDS 



Program 



Current Level 
of Servlceu 



Administration's 
Reauthur Uatlou and 
Budget Proposals 



BKOGs 

Fund Lng 

ReclplcMiCB ' 

Fund ing 
BoyfLtH 

RocLpLt-ats ♦ 

SSIGb 

Fund Log 
^enet Its 

o 

Rlh! IpLentH 

CWS 

Fund Ing 
Benef 1 tH 
Rectplentii 

GSLs. 

Funding 
Benefits 

Hoc IpltMltH 

NDSLs 

Fund t ng 
Benefits 
Reo Ip-lentji 

' TOTAL STUDKNT ASSISTANCK 
Funding * 
Bene filler ^ 
Recipients* 

Special Programs (funding) 



2,561 
2,561. 
2,525 



410 
410 
623 



85 
171 

307 



610 
*670 
990 



1,690 
4,995 
2,079 



334 
753 
^14 



5,690 
9,560 
7,438 
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2,649 
2,649 
2,660 



370 
370 
623 



77 
I5'4 
307 



550 
60^ 
990 



1,396 
2,850 
2,195 



740 
1,024 
1,250 



5,782 
7,651 
8,025 
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NOTK: 



These estimates assume full funding of' the BEOG program* ' Full funding 
of current services would require $292 mfUlon more ^han the Administra- 
tion has requested for fiscal year 1981*^ Pull funding of the proposed 
'^1,900 maximum would require ^340 million more than^fhe Administration 
has requested even' with the anticipated $80 million in anticipated sav- 
ings from reducing fraud and abuse. - 



and ^ the number BEOG recipients*? On the other hand, the 
Administration's proposal to retarget highly subsidized loans on 
needy students- would significantly reduce the level 6f benefits 
for middle- and higher-income students^ The number of recip- 
WeiitH would Increase because t)ie Adrainistration ^ropo(Ks phasing, 
in the change over two years; thus„ needy students' would have to 
borrow in both the highly subsidized loan program and the sup- 
plemental program to meet their assessed financial need* In the 
other programs, the Administration proposes maintaining the ol 98(5 
level of funding* Level funding,- however, represents an 11 per- 
cent real dollar decline in services because of inflation. As a 
result, either students would receive awards that cover less of 
the * educatl^pnal costs or fewer students would receive awards. 
The ultimate outcomp woul^ depend on the decisions of the finan- 
cial aid officera who are responsible for distributing thesa^^ 
,funds- 1 ' 0 . 

Federal fundlW would Increase despite declines in service 
In, all but the BEOS program. The new loan program, which would 
require that the fu\l capital contr lJ)utlo'n be directly appropri- 
ated, would| incur \iigh budget costs until future repayments 
started, \ 



IMPLEMENTING H.R. 5192 

Fully implementing H.R. . 5192 at the authorization levels 
included in the bill would Increase funding for federal student 
assistance to $7.2 billion in fiscal year 1981, 27 percent more 
thai4, maintaining the the current level of services (see Table 
20). Assuming full implementation of the bill in the first 
year, hpwever, is somewhat misleading beCduse many of the 
authorization limits are es.tabllshed to allow room for the pro- 
grams to grow in futurie yeafs. Therefore, focusing on specific 
aspects of H.R. 5192 that would most directly affect progrjim 
costs in\ the near term provides more InsigRt Into the likely 
impact of the bill. 



This asaume3 full funding of the Administration* s . proposal. 
CBO estimates, however, that ^the Administration has not 
requested^ jSMfficient funding ""in their fiscal year 1981 
budget to fully fund the BEOG program. CBO estimates that 
full funding would require $340 million more^^than requested, 
even with $80 nvlllion* in anticipated savings froi» reductions 
^n l^raud and abuse. ^ ^ 



TABLE 20. FEDERAL FUNDING, BENEFITS, AND RECIPIENTS OF MAJOR 
STUDENT ASSISTANCE PROGRAMS IN FISCAL YEAR 1981 IF 
H.R. 5L92flS IMPLEMENTED: FUNDS AND BENEFITS IN MIL- 
LIONS OF DpLLARS,' RECIPIENTS IN THOUSANDS 



Programs 



Curresnfe Level 
of Services 
In 1981 \. 



H.R. 5192 



BEOGs 

Funding 

Benefits 

Recipients 



2,561- 
2,561 
2,525 



3,887 
3,887 

3,6ao 



SEOGs 

Funding 
. . Benefits 

Recipients 



410 
410 
623 



500. 
500 
760 



-SSlGs 

Funding 

Benefits 

Recipients 



85 
171 
V 307 



;oo 

200 
361 



CWS 



Funding 
Benef Its 
Recipients 



610 
670 
990 



670 
736 
1087 



GSLs 

Funding 
Benefits 
Reel pie nts( 



1,690 
4,995 
2,079 



1,720 
5,454 
2,202 



NDSLs 

Funding 

Benefits 

Recipients 



334 
753 
914 



400 
819 
994 



TOTAL STUDENT* ASSISTANCE 
Funding 
Benefits^ 
Recipients 



5,690 
9,560 
7,438 



7,277 V, 
11,530 
9,007 



The compc^ents of H»R» 5192, that would tnost algnlf Icantly 
"affect student aBslatance, fundtftg In the next few year^ are the 
propottal8 for inodlfylag the GSL and BEOG programs* Costs ,fdr 
the GSL program^would rise s Lightlyi|raore rapidly than uadier the 
jcufrent program because the bill would provide parents with 
the opportunity to borrow (at less heavily subsidized rates than 
students), and. would raise loan limits for some student bor- 
rowers* These changes would tend to Increase subsidies for stu- 
dents from higher-Income families attending high-cost Institu- 
tions. 

BEOG costs would Increase appreciably If H.R. 5192 was 
exacted and the program was fully funded. Coasts would be 52 
percent higher than fully funding the current program In fiscal 
year 1981. Average basic grant awards would Increase by A per- 
cent, from $1,014 to $1,055. r Approximately half . off * the 
Increased * support would go to lower^lncome students with ''family 
Incomes beloW $15,000. 

Increased funding for BEOGs*, ♦however, might not necessarily 
translat^j^ Into equlvafent reductions In net costs to students. 
The BEOG program does not exist In a vatuum — states and Institu- 
tions also play an Important role In detiermlnlng the- costs s^- 
dents < face. If states ri^sponded to significant Increases in 
.BEOG funding by Increasing tuitions at state-supported" schools 
or. by reducing funding for state grants to students, then the 
net cost to students would not decline. In th^ recent past. It 
does not appear that states have substituted federal student 
assistance for state aid. In fact, state and local support ^for 
higher educatlpn .Increased from 41 percent of total expenditures 
In 1970 to 47' percent In 1977, coincident with dramat|rC 
Increases In student, ald.^ 

Althoujjh the authorization levels for student aid programs 
othar t^an GSLs and BEOGs are much higher In H.R. 5192 than 
under current law, funding for these programs would be* less 
likely to grow rapidly. Large "changes In GSLs \5r BEOGs, how- 
ever,' would ll,kely have an effect on the other programs* An 
Increiyjed supply of assistance In the major ptograms could re- 
duce rne demand for funding In the other programs unless their 
scope also changed. 



3. .Carnegie Corporation^ Three Thousand Futures. Final Report^ 

of the Carnegie Council on Policy Studies In Higher Educa- 
tion Cia«tf)\ ^ ■ > 
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REDUCING .FliNDllR^ FOR STUDENT ASSISTANCE 



In Ki 



ocent years 9 the Congress has expressed Increasing con** 
cera about the burgeoning federal^ budget ^and has seriously 
examined ways to /restrain federal spending. While federal fund* 
Ing 'for postsecondary education has .Ijn^creased dramatically > 
several factors-^-fiuch as declining^ enrollments anid demographic 
changes that will reduce the burden of college costs for some 
f ami i tee — make student assistance a llVely target , for future 
budget cuts* T^ie effect of such cuts on riecipients lind benefit 
levels would defend both on the program dig sig,ns established in 
the reauthorization process and on *the funding reductions estab- 
lished in appropriation 



:loi^M 



The current pro^lPms are not well suited for potential bud- 
get reductions if one wishes to avoid cutting awards for lower- 
Income students* ^In fact> impostff^ a funding constralat would 
have the perverse effect of reduoing Assistance for needy stu- 
dents while allowing assistance to students and families with 
little or no financial need to Intrease without check. The 
Guaranteed Stadent Loan program, yhlch is available to jall stu- 
dents regardless of need, id an uncontrollable item in tbe fed- 
^eral budget process. Consequently, if GSL costs continue to 
«rlse rapidly, funding for other stadent assistance programs will 
have to decline unless total .|unding, is increased. Only limited 
budget reductions could besi achieved in pi5ograms other than the* 
BEOG program 'without 'Infrlnglrjg mandated minimum funding 
levels. For example, funding could^ not bie reduced below the 
lr980 appropriatl-oris levels of $370 jaillion Jor-SEOGs and $286 
million for NDSLs, which are the minimum fundi'iig levels mandated 
in current law. For College Work-Study, th4 minimum funding 
level of $500 million i:8 ^ only $^S0, million belof 1980 appropria- 
tion^. The ojnly pmogVam that "could be reduced |;o make room for 
significantly increased GSL cxfsts would be !the,^ BfeOG p^rogram. 
The BEOG program (las, a scheduled reduction fotmulf protecting 
award3 for the most needy students, so moderate -and '^inidch.e- 
income students* awards^ wou^d be reduced the roost by any tfundljig 
cut. ^ ' ^» * ? , 

Reauthorization pxoVldes Cotigress .wifth the opportunity to 
design federal po^llcy that, will protect the-wlnost needy s^udeni^ 
^if funding is reduced. Students frdto middle- and '^higher-income 
fapdllies would be less" seriously affected l^y reducViOf^s l;n 
assistance — while, reduced benefits mean increased burden ''•for 
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them ^iid "^thelr families, they generally have access to other 
ffnilnolal resources (family contributions, savings, and earn-* 
Ings) that can be substituted, albeit at soma personal sacrl- 
fl'ce, for lost federal assistance. Students ftom lower-lncotae 
famll*le8, on the iSther hand, have fewer resources, so a decline 
In federal assistance could mean that many of them would either 
be unable^to remain In school or unable to 'remain In the school 
of their choice. 

S. 1600, the Natlotv^l Student Loan Reform Act, Is one re- 
authorization proposal that would maintain benefits for lower- 
and modtirate-iacome students In the event of an overall budget 
reduction for student assistance. It would reduce federal costs 
by cutting loan subsidies for students from higher income fami- 
lies who need the assistance the least. Students with assessed 
f tna%ial need would be assured adequate capital through a fed- 
eral lender. 

\ - / 

Although xirt^ally all current BEOG proposals include^ re- 
ducei^unding formulas that protect the awaiids of the most needy 
students, the design of this formula can greatly affect the ^im- 
pact that reduced funding has on o^:her students eligible f6r 
B|50Gs- Under current law, if funding is reduced, no students 
lose their eligibility; rather, all but the most needy receive 
slnaller 'awards . The awards of those with less need are dimin- 
i«hed proportionately more than others. > * On the other hand, 
H.R. 5192 's reduction formula, also proposed by the Administra- 
tion, would gradually eliminate the least needy students from 
grant ^eligibility if funding' were, reduced. Thus the awards of 
moderate-income students would be decreased, but not as greatly 
as if all students eligible at full funding were assured at 
least partial grants. > 
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